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Testimony  of  Senator  Lee  FIetcalf 
nM  S.  2213 
The  Electric  Utility  Tax  Exemption  Act 
^■efore  The  Senate  Finance  Committee 

?A   August,  1°7^ 

Mr,  CHAIRMAN,  I  AM  TESTIFYING  TODAY  IN  SUPPORT  OF 
MY  BILL,  S,  ??33  "  THE  rLECTRIC  '!TILITY  TAX  FXEMPTION 
\CT,       -ECAUSE  OF  ITS  IMPORTANCE  TO  CONSUMERS  0^ 
ELECTRICITY  AND  THE  DEVELOPMENT  OF  SOUND  ENERGY  REGULATION, 
I  PROPOSED  MY  BILL  AS  AMENDMENT  NUMBER  l$'?fl  TO  THE  TAX 

Reform  Act  of  197 ^  -   H,  P,.  19612. 

i  withdrew  my  amendment  after  receiving  assurance 
from  Senator  Ribicoff,  the  acting  floor  manager,  that 
this  committee  would  hold  a  hearing  on  s,  2213  prior  to 
final  adjournment  of  the  min'ety-fourth  congress,  from 
our  colloguy  at  the  time  1  withdrew  my  amendment,  i 
know  that  senator  haskell  is  concernef  about  the  serious 
problems  for  consumers  which  have  evolved  from  application 
of  the  Federal  income  tax  laws  to  electric  utilities, 


i  believe  that  the  other  members  on  this  committee 
ape  also  concerned  over  the  financial  hardships  which 
working  families  and  those  living  on  fixed  incomes  have 
been  forced  to  endure  duping  the  past  few  years  as  a 
result  of  skyrocketing  electric  rates. 

Application  of  the  Fef>eral  income  tax  laws  in 
setting  electric  rates  has  unnecessarily  aggravated  the 
burden  of  rapidly  rising  electricity  prices  for  residential 
customers  amd  businessmen.  congress  mav  not  be  able  to 
control  some  of  the  factops  eehind  the  increased  cost  of 
electricity,  but  we  can  eliminate  unnecessary  cost 
burdens  resulting  from  the  federal  income  tax  laws. 

i  introduced  s.  2213  as  one  practical  way  for 
Congress  to  correct  the  rate-making  abusfs  which  have 
resulted  from  the  application  of  existing  ["edfral  income 
tax  laws.  This  bill  will  work  because  electric  rates 
would  no  longer  be  subject  to  the  unfair  and  contra- 
dictory accounting  techwioues  which  ape  used  to  charge 
customers  for  federal  income  taxes  that  utilities  do  not 

PAV, 
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The  Flectric  "tility  tax  Exemption  ^ct  provides 
simply  that  fnvestorrowned  electric  utilities  would  fe 
relieved  of  all  obligations  and  benefits  arising  under 
the  Federal  income  tax  laws.  Information  compiled  by 
the  pederal  Power  Commission  confirms  that  enactment  of 
S.  2213  would  have  a  relatively  limited  impact  on  treasury 
receipts  when  compared  to  the  vast  amounts  of  customer 
overcharges  which  would  be  prevented. 

Hata  from  197'!  -  the  most  recent  available  -  SHOWS 
THAT  the  entire  electric  utility  industry  paid  only  five 
hundred  and  twenty-eight  million  dollars  in  -ederal  income 
taxes  on  total  electric  operating  revenues  of  thirty- 
seven  and  two-tenths  billion  dollars.  that  was  actually 
a  forty-eight  per  cent  decrease  in  absolute  dollars  prom 
the  one  billion  dollars  paid  in  federal  income  taxes  by 
electric  utilities  in  19?5  -  twenty  years  ago. 

More  than  one-third  of  the  major  electric  utilities 
paid  no  Federal  income  taxes  at  all  in  }°7I].,     Instead, 

THOSE  UTILITIES  ACCUMULATED  OVER  TWO  HUNDRED  AND  EIGHTEEN 

MILLION  DOLLARS  OF  TAX  CREDITS. 

^N  A  RELATIVE  BASIS,  THE  AMOUNT  OF  FEDERAL  INCOME 

TAXES  PAID  BV  INVESTOR-OWNED  ELECTRIC  UTILITIES  DECLINED 

FROM  FOURTEEN  AND  SEVEN-TENTHS  PER  CENT  OF  REVENUES  IN 

1955  TO  ONLY  ONE  AND  FOUR-TENTHS  PER  CENT  OF  REVENUES  IN 
]  oj/i  , 
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Since  taxes  are  based  on  income,  it  should  be  noted 
that  the  electric  utilities'  profitability,  as  measured 
by  their  return  on  common  stock  eouity,  was  the  same  in 
1955  and  1971 .  In  both  years,  thfy  averaged  a  ten  and 
eight-tenths  per  cent  return  on  equity. 

The  ABUSES  PRESENT  in  the  existing  tax  laws  are 

BEST  ILLUSTRATED  BY  COMPARING  TOTAL  FEDERAL  INCOME  TAXES 
PAID  BY  ELECTRIC  UTILITIES  IN  197/!  WITH  THE  FEDERAL 
INCOME  TAXES  CHARGED  TO  CUSTOMERS  ON  JUST  THE  AMOUNT  OF 
RATE  INCREASES  GRANTED  IN  A  SINGLE  YEAR. 

DASED  ON  A  RECENT  SURVEY  OF  STATE  REGULATORY 
COMMISSIONS,  THE  LIBRARY  OF  CONGRESS  ESTIMATES  THAT 
INVESTOR-OWNED  ELECTRIC  UTILITIES  WERE  GRANTED  ADDITIONAL 
GENERAL  RATE  INCREASES  TOTALING  THREE  AND  THREE-TENTHS 
BILLION  DOLLARS  IN  1975  ALONE.   APPROXIMATELY  ONE  HALF  OF 
THAT  AMOUNT  -  MORE  THAN  ONE  AND  SIX  TENTHS  BILLION  DOLALRS- 
WAS  EARMARKED  FOR  THE  PAYMENT  OF  FEDERAL  INCOME  TAXES  ON 
THE  ADDITIONAL  AMOUNT  OF  UTILITY  REVENUES. 


The  one  and  six-tenths  billion  dollars  charged  to 
customers  for  incremental  federal  income  taxes  supposedly 
due  on  rate  increases  in  l?7r  was  three  times  the  amount 
of  Federal  income  taxes  actually  paid  by  electric  utilities 
on  their  total  operating  revenues  in  197*1,  'low  IS  it  that 
customers  can  be  charged  one  billion  dollars  more  for 
taxes  in  a  single  year  of  rate  increases  than  the  entire 
electric  utility  industry  paid  for  federal  income  taxes 
on  total  revenues  the  previous  year? 

The  answer  lies  in  the  extensive  array  of  complicated 
tax  benefits  which  were  available  to  electric  utilities  in 
1971.  Since  1974,  Congress  has  provided  more  benefits  by 
raising  the  investment  tax  credit  for  utilities  from.  four 
to  ten  per  cent,  and  removing  the  restrictions  on  its 
applicability, 

The  major  problem  with  existing,  complex  provisions 
to  aid  electric  utilities  is  that  they  do  not  also  benefit 
consumers  hard-pressed  by  vastly  increased  electricity 
rates.  ^any  "'embers  of  congress  have  mistakenly  believed 
that  voting  for  complicated  accelerated  depreciation  and 
investment  tax  credit  provisions  would  reduce  rates  for 
consumers. 
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The  present  tax  benefits  for  investor-owned  electric 
utilities  do  not  generally  pass  through  to  consumers 
because  the  electric  utilities  continue  to  charge  customers 
cor  reder,al  income  taxes  as  if  the  tax  benefits  did  not 
exist.  the  electric  utilities  are  able  to  do  this  with 
the  aid  oc   sophisticated  accounting  techniques  which  permit 
them  to  keep  two  sets  of  ^00  ks  -  one  showing  little  op 
f]0  taxes  owed  for  use  ey  the  p.,q,  and  one  showing  substantial 
taxes  owed  for  use  in  setting  rates, 

the  difference  can  be  puite  dramatic.  for  example, 
a  regulatory  commission  which  determines  that  a  utility 
needs  am  income  increase  of  ten  million  dollars  may  order 
a  rate  increase  for  customers  of  almost  twenty  million 
dollars.  the  doubling  of  the  income  required  to  determine 
the  rates  charged  customers  is  to  permit  the  electric 
utilities  to  pay  federal  income  taxes  at  the  theoretical 
forty-eight  per  cent  on  the  amount  of  rate  increase,  and 
still  have  ten  million  dollars  left  for  income. 

of  course,  nearly  all  investor-owned  electric  utilities 
pay  little  or  no  federal  income  taxes.  instead,  they  keep 
the  extra  money  charged  for  taxes,  and  customers  are  left 
holding  the  dag  because  of  a  fine  point  of  accounting 

THEORY. 


The  process  of  charging  customers  for  income  taxes 
which  are  mot  paid  to  the  federal  government  has  led  to 
vast  overcharges  that  are  not  related  to  increased  costs 
of  service.  at  the  end  of  1574,  the  investor-owned  electric 
utilities  were  holding  five  and  three-tenths  billion  dollars 
which  had  been  charged  to  customers  for  federal  income 

TAXES, 

Past  experience  indicates  that  customer  money  being 
kept  by  utilities  for  federal  income  taxes  will  never  be 
paid  to  the  the  federal  government.  '!ew  tax  deferrals  and 
credits  always  exceed  past  tax  obligations  coming  due.  so 
the  total  amount  of  kept  taxes  is  constantly  increasing, 

f!y  pill  extends  the  federal  income  tax  benefits 
given  electric  utilities  to  their  customers.  0y  exempting 
electric  utilities  from  the  federal  income  tax  laws,  they 
will  no  longer  be  able  to  claim  a  one  hundred  per  cent  bonus 
on  every  rate  increase,  based  on  a  charge  for  federal  income 
taxes  that  will  never  be  paid. 

the  investor-owned  electric  utilities  will  benefit 
from  s,  °213  because  it  assures  that  they  will  remain 
free  from  the  burden  of  paying  federal  income  taxes.  their 
customers  will  benefit  from  s.  2213  because  electric  pates 
will  not  include  allowances  for  unpaid  federal  income 

TAXES, 


&- 


a  decision  by  a  regulatory  commission  that  an  electric 
utility  needs  increased  income  of  ten  million  dollars  will 
result  in  a  rate  increase  for  customers  of  ten  million 
dollars,  not  twenty  million  dollars, 

the  goal  of  regulatory  reform  will  also  be  advanced 
significantly  by  enactment  of  s,  2213.  the  confusion 
and  expense  resulting  from  two  sets  of  books,  special 
tax  accounts,  complex  accounting  procedures,  amd  voluminous 
record-keeping  would  re  eliminated  from  rate  proceedings. 

Federal  interference  in  state  regulatory  proceedings 
through  tax  provisions  would  be  stopped  by  enactment  of  my 
bill.  For  example,  section  '46(e)  of  the  Internal  ^evfnue 
code  requires  that  regulatory  commissions  permit  electric 
utilities  to  collect  a  profit  from  customers  on  kept  taxes 
relating  to  unamortized  investment  tax  credits. 

Before  section  '16(e)  was  enacted  by  Congress  in  lr71, 
the  vast  majority  of  state  regulatory  commissions  had 
decided  that  it  was  unfair  to  require  utility  customers 
to  pay  a  profit  on  funds  they  had  previously  paid  to  the 
utility  for  federal  income  taxes. 

Section  *'6(e)  denies  state  regulatory  commissions 
the  ability  to  exercise  their  sound  discretion  in  setting 
fair  electric  rates  for  their  citizens.  enactment  of 
s.  2213  would  restore  to  the  states  complete  authority 
to  determine  the  fairness  of  electric  rates. 
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Exempting  electric  utilities  from  the  Federal  income 
tax  laws  may  actually  increase  united  ftates  treasury 
receirts.  In  1974,  shareholders  of  some  electric  utilities 
received  a  total  of  six  hundred  and  forty-nine  million 
dollars  in  dividends  which  were  not  subject  to  personal 
Federal  income  taxes. 

This  was  an  unintended  benefit  which  Congress  has 
unsuccessfully  tried  to  correct.  Fnactment  of  S.  2213 
will  ensure  that  electric  utility  dividends  are  fairly 
taxed  by  the  federal  government. 

s.  7213  would  reform  tax-related  abuses  in  setting 
electric  rates  by  simply  exempting  electric  utilities 
from  the  provisions  of  the  internal  pevenue  rode.  another 
approach  would  be  to  reform  accounting  procedures  which 
have  been  developed  to  provide  legitimacy  for  these  abuses 
of  the  regulatory  system. 

The  Reports,  Accounting  and  Management  Subcommittee, 
of  which  i  am  chairman,  has  been  studying  the  development 

AND  APPLICATION  OF  ACCOUNTING  PROCEDURES  THAT  HAVE  RESULTED 
IN  MISLEADING  AND  INCONSISTENT  INFORMATION  BEING  REPORTED 
TO  THE  PUBLIC.   ONE  OF  THE  MAJOR  PROBLEM  AREAS  IN  ACCOUNTING 
IS  THE  USE  OF  MORE  THAN  ONE  SET  OF  BOOKS  TO  REPORT 
DIFFERENT  FINANCIAL  RESULTS  TO  DIFFERENT  PAPTIES. 
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Common  sense  often  gives  way  to  absurd 4  but 
expedient  accounting  theories  when  corporations  are  required 
to  report  on  the  results  of  their  activities  to 
governmental  authorities  or  the  public.  unfortunately, 
accounting  for  federal  income  taxes  in  setting  electric 
rates  has  been  one  of  the  most  fruitful  areas  of  resourceful 
creativity  in  developing  misleading  accounting  procedures. 

i  received  the  treasury  nepartment 's  comments  on 
s.  2213  only  last  thursday,  but  its  objections  to  my  bill 
demonstrate  some  of  the  problems  i  have  described. 

Treasury  points  out  that  five  hundred  and  twenty- 
eight  MILLION  DOLLARS  IS  TOO  MUCH  REVENUE  FOR  THE  TREASURY 

to  lose.  Treasury  does  not  mention  the  five  and  three- 
tenths  billion  DOLLARS  OF  UNPAID  FEDERAL  INCOME  TAXES  WHICH 
ELECTRIC  UTILITIES  WERE  KEEPING  AT  THE  END  OF  197/1, 

If  utility  customers  WERE  not  overcharged  that 

AMOUNT,  THAT  MONEY  WOULD  UNDOUBTEDLY  BE  SPENT  IN  OTHER 
SECTORS  OF  OUR  ECONOMY,  INCLUDING  SUCH  DEPRESSED  AREAS 
AS  AUTOMOBILES  AND  HOUSING,   THOSE  EXPENDITURES  WOULD 
PROBABLY  YIELD  MORE  TAX  REVENUES  FOR  THE  F.EBSRAi  GOVERNMENT 
THAN  WOULD  BE  LOST  BY  ENACTMENT  OF  S.  2213, 
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The  Treasury  Department  also  states  that  the  losses 
amd  heager  income  shown  by  electric  utilities  for  federal 
income  tax  purposes  is  a  more  realistic  indication  of  their 
true  earnings  than  publicly  reported  utility  earnings. 
rven  the  investor-owned  electric  utilities  and  their  high- 
priced  tax  lawyers  and  accountants  have  not  tried  to  push 
that  nonsense, 

our  studies  clearly  indicate  that  accounting  procedures 
used  by  utilities  in  reporting  to  the  public  are  developed 
with  a  primary  concern  for  promoting  the  utilities'  interests. 

Finally,  the  Treasury  Department  believes  that  S.  2213 

CONFLICTS  WITH  THE  "GOAL  OF  ACHIEVING  INCREASED  ENERGY 
INDEPENDENCE'''  BY  WASTEFULLY  ENCOURAGING  ENERGY  CONSUMPTION. 
ME  KNOW  THAT  IT  IS  A  MAJOR  POLICY  OF  THE  PRESENT  ADMINISTRATION 
TO  RAISE  THE  COST  OF  BASIC  AND  NECESSARY  ENERGY  SUPPLIES 
FOR  CONSUMERS. 

Congress  has  not  accepted  that  policy,  and  I  believe 
such  a  policy  disregards  the  magnitude  and  effects  of 
cost  increases  which  have  already  occurred. 

The  electric  utilities  have  not  supported  °.  ?213 
because,  unlike  their  customers,  they  have  successfully 
turned  the  concept  of  federal  income  taxation  into  a  cost- 
free  source  of  ready  cash.  tlhey  call  it  ''cash  flow'',  and 
speak  of  the  benefits  existing  federal  tax  policies  bring 
to  customers. 


12 


-  12  - 

I  CALL  IT  TAX-KEEPING,  AMD  SAY  THAT  IT  IS  UNFAIR  TO 
REQUIRE  HARD-PRESSED  RESIDENTIAL  CUSTOMERS  AND  BUSINESSMEN 

to  pay  "phantom"  Federal  income  taxes.  I  have  not  yet  met 
A  CUSTOMER  who  eel i eves  that  he  should  pay  for  property 
used  by  monopolies  to  provide  basic  and  necessary  electric 
service  at  a  healthy  profit. 

i'owever,  i  have  heard  from  angry  customers  who  are 
outraged  at  being  charged  for  federal  income  taxes  which 
are  not  being  paid  by  their  electric  utilities. 

Millions  of  customers  can  no  longer  afford  the 
unnecessary  and  extravagant  "cash-flow"  provisions  for 
electric  utilities  which  are  embedded  in  the  present 
Federal  tax  laws. 

i  urge  that  this  committee  give  serious  consideration 
to  s.  221?  and  the  reform  it  would  bring  to  the  process  of 
setting  electric  rates.  i  also  urge  that  the  finance 
Committee  staff  work  with  the  sta^f  of  my  subcommittee  in 
further  exploring  the  ways  in  which  accounting  procedures 
bring  confusion  and  ineouity  into  the  computation  of 
Federal  income  taxes. 

i  believe  that  a  joint  effort  would  be  very  helpful 
to  Congress  in  reforming  our  tax  laws,  and  understanding 
the  importance  of  proper  accounting  procedures. 
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:1r,  Chairman,  I  would  like  to  submit  for  the  record 

A  LIST  OF  MY  REMARKS  IN  THE  CONGRESSIONAL  pECORD  CONCERN  ING 
FEDERAL  INCOME  TAXES  PAID  BY  ELECTRIC  UTILITIES.   THOSE 
REMARKS  CONTAIN  MUCH  DETAIL  WHICH  I  HAVE  OMITTED  FROM  MY 
TESTIMONY  TODAY.   I  ALSO  INCLUDE  FOR  THE  RECORD  A  COPY 
OF  MY  AMENDMENT  1840  TO  H.R,  10612,  WITH  CORRECTION  OF  TWO 

typographical  errors  in  the  printing  of  that  amendment. 

i  also  submit  for  the  hearing  record  an  article  from 
the  13  September,  1975  Philadelphia  Inquirer.  It  shows 
how  utility  consumers  are  overcharged  fop  phantom  ^fderal 

TAXES. 

In  this  instance  Philadelphia  ^lectpic  based  a  197'4 
rate  increase  reouest,  in  part,  on  a  projected  federal  tax 
payment  of  one  hundred  and  two  million  dollars  that  year. 

the  state  utility  commission,  which  eventually  granted 
most  of  the  rate-increase  reouest,  contended  that  the 
company  would  have  to  pay  only  ninety-one  million  collars 
in  Federal  taxes. 

Rut,  as  it  turned  out,  the  company  did  not  pay  a  cent 
of  Federal  income  taxes  in  1974,  despite  earnings  of  one 
hundred  ann  twenty-nine  million  dollars. 

Instead,  the  company  accumulated  tax  credits  of 
more  than  eleven  million  dollars. 


75-946  O  -  76  -  2 
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That  is  the  costly  effect  of  the  present  law  on 
the  consumers  of  just  one  utility  in  one  state. 

put,  r1p.  Chairman,  the  most  outrageous  part  of  the 

UTILITY  TAX  RIP-OFF  IS  YET  TO  COME,  IF  THE  UTILITIES  GET 
THEIR  WAY, 

They  want  to  sell  their  unused  tax  credits! 

The  board  chairman  of  Pacific  Power  and  Light,  don 
C.  Frisbee,  testified  on  that  point  before  the  Ways  and 
Means  Committee  last  year. 

He  recommended  that  utilities  be  allowed  to  sell 
unused  investment  tax  credits.  I  wonder  how  much  that 
would  cost  the  Treasury,  which  did  not  even  mention,  in 
ITS  comments  on  my  amendment,  the  more  than  five  billion 
dollars  the  utilities  were  keeping  at  the  end  of  197^. 

So  the  utilities  don't  want  to  settle  for  just  being 
tax-keepers,  rather  than  taxpayers.  They  want  their  cake, 
their  frosting,  and  the  pan. 

i  urge  this  committee  to  bring  an  end  to  this 
nonsense  by  adoption  of  my  proposal. 
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94th  CONGRESS 
•Id  Session 


Calendar  No.  891 

H.  R.  10612 


IN  TII£  SENATE  OF  THE  UNITED  STATES 

June  14, 1976 
Ordered  to  lie  on  the  table  and  to  be  printed 


AMENDMENT 

Intended  to  be  proposed  by  Mr.  Metcalf  to  U.K.  10612,  an 
Act  to  reform  the  tax  laws  of  the  United  States,  viz:  At  the 
appropriate  place  insert  the  following: 

1  SEC.      .  EXEMPTION    OF    ELECTRICAL    UTILITIES    FROM 

2  INCOME  TAX. 

3  (a)    In  General.— Section  501  (c)  (3)     (relating  to 

4  list  of  exempt  organizations)    is  amended  by  adding  at  the 

5  end  thereof  the  following  new  paragraph : 

re         mantly 

6  "(20)    A  corporation  engaged  in  the  sale  of  elec- 

7  trical  energy,  if  the  rates  for  such  sale  have  hcen  estab- 

8  lished  or  approved  by  a   State  or  political  subdivision 

9  thereof,  by  an  agency  or  instrumentality  of  the  United 
10  States,  or  by  a  public  utility  or  public  service  commis- 
si sion  or  other  similar  body  in  the  District  of  Columbia  or 
12  of  any  State  or  political  subdivision  thereof.". 

Amdt.  No.  1840 
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.(b)   Technical  and  Coxfoiolim;  Amendments.— 

(1)  Section  40(c)  (3)  (relating  ro  public  utility 
property)  is  amended  by  striking  out  "electrical  energy," 
in  subparagraph  (B)  (i)^ 

(2)  Section  linffi  (3)  (relating  to  tlefiuition  of 
public  utility  property)  is  amended  by  striking  out 
"electrical energy,"  in  subparagraph  (A)  (i). 

(3)  Section  247(b)  (1)  (relatiug  to  definition  of 
public  utility)   is  amended  to  read  as  follows: 

"  (1)  Public  utility.— The  term  'public  utility' 
means  a  corporation  engaged  in  the  furnishing  of  tele- 
phone service  or  in  the  sale  of  gas  or  water  if  the  rates 
for  such  furnishing  or  sale,  as  the  case  may  be,  have 
been  established  or  approved  by  a  Slate  or  political  sub- 
division thereof  or  by  an  agency  or  instrumentality  of 
the  United  Stales,  or  by  a  public  utility  or  public  service 
commission  or  other  similar  body  of  the  District  of 
Columbia,  or  of  any  Slate  or  political  subdivision 
thereof.". 

(4)  Section  7701  (a)  (33)  (relating  to  definition 
of  regulated  public  utility)  is  amended  by  striking  out 
"electric  energy,"  in  subparagraph    (A)  (i). 

(c)    Effective  Date.— The  amendments  made  by  this 
section  apply  to  taxable  years  beginning  October   1.    11)77. 
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Statements  by  Senator  Lee  Me teal f  in  the  Congressional 
Record  Regarding  Federal  Income  Taxation  of  Investor- 
'Jwned  Hlcctric  Utilities. 


11  September,  1974;  p.  S16345  -  Utility  Consumers  Simonized 

29  July,  1975;  p.  S14090  -  Introduction  of  S.  2213 

1U  September,  1975;  p.  S15679  -  Competition  Keen  Among 
Utilities  For  Taxkeeper  of  the  Year  Award 

15  September,  1975;  p.  S15930  Competition  Keen  Among 

Utilities  for  Tax  Keeper  of  the  Year  Award  -  Corrections 
of  Typographical  Errors  in  Tables 

4  :iarch,  1976;  p.  S2901  -  The  $649  Million  Tax-Free 
Bonanza  for  Utility  Investors 

23  March,  1976;  p.  S3997  -  More  Tax-Free  Dividends  for 
Utilities 

14  June,  1976;  p.  S9136  -  Introductory  Remarks  to 

Amendment  No.  1840  to  II.R.  10612  -  The  Tax  Reform  Act 
of  1976 
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STOCK  OPTION  WRITER'S  ASSOCIATION 

6210  MASSACHUSETTS  AVENUE 
BETHESDA,  MARYLAND  20016 

WALLACE   D.  BARLOW  TE  L    30  I -229-S066 

execut.ve  director  H.R.  3052  (Mr.  Ros tenkowskj) 

TUESDAY,  AUGUST  24,  1976 

UNITED  STATES  SENATE,   COMMITTEE  ON  FINANCE 

TESTIMONY  OF  WALLACE  D.  BARLOW,  EXECUTIVE  DIRECTOR,  STOCK  OPTION  WRITER'S 
ASSOCIATION,  6210  MASSACHUSETTS  AVENUE,  BETHESDA,  MARYLAND. 

I  am  Wallace  Barlow  of  Bethesda,  Maryland.  I  have  been  trading  in  stock  options 
for  the  last  48  years.  I  appear  today  on  behalf  of  the  independent  stock  option  writers, 
whose  existence  has  been  threatened  by  H.R.  3Q52;  (also  by  H.R.  12224  (Mikva) ,  which  has 
now  been  added  to  the  so-called  "tax  reform"  bill. 

This  bill  would  transfer  income  from  the  pockets  of  the  independent  writers  to  the 
pockets  of  the  tax  exempt  organizations.  Our  option  lapse  income  would  be  taxed  at  ord- 
inary income  rates;  theirs  would  no  longer  be  considered  "unrelated  business  income"  and 
would  NOT  be  taxed. 

How  important  is  option  lapse  income  to  the  writer,  (or  seller),  of  stock  options? 
My  own  experience  is  typical.  In  the  last  ten  years,  an  average  of  66%  of  our  options 
lapsed.  In  1973,  79%  lapsed  and  in  the  first  half  of  1976,  407.  lapsed.  In  1975,  our 
option  lapse  income  was  80%  of  the  total;  dividends  were  207.;  capital  gains  were  zero. 

H.R.  3052  is,  in  effect,  a  private  bill  for  the  relief  of  the  Chicago  Board  Options 
Exchange,  (CB0E) ;  also  the  ASE  and  the  PBW  exchanges,  in  that  it  would  enlarge  their 
markets.  In  this  new  market,  the  exempt  organizations  would  have  an  unfair  advantage  over 
the  independent  writers. 

Already,  since  the  advent  of  "listed"  options,  in  1973,  most  of  the  independent 
writers  are  bankrupt.  The  few  remaining  writers  of  conventional,  (or  non-listed),  options 
have  suffered,  in  that  premiums  on  the  listed  options  are  much  lower  than  on  the  non- 
listed  options.  In  1976,  to  date,  our  annualized  premiums  as  a  percentage  of  the  amount 
at  risk,  amounted  to  44.97.  on  the  non-listed  calls  and  21.6%  on  the  listed  calls. 

We  need  457,  per  year  to  survive,  since  our  investment  may  be  ten  times  as  large  as 
that  of  the  buyer.  Also,  we  need  a  cushion  to  protect  us  against  the  accumulation  of 
"rejects".  For  example,  when  Canadian  Javelin  fell  from  $21  to  $2,  and  was  de-listed, 
we  gained  some  option  lapse  income.  However,  we  stand  to  lose  far  more  than  this  on  the 
ultimate  sale,  or  charge  off,  of  2200  shares. 

We  regard  H.R.  3052  as  rank  and  offensive  discrimination  and  we  ask  the  Committee 
to  protect  our  people  against  the  ruinous  competition  of  tax  exempt  organizations. 

Thank  you  for  the  privilege  of  testifying. 


Wallace  D.  Barlow 
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Summary  of  Statement 

of 

Leon  Pomerance 

on  Behalf  of 

the  Chicago  Board  Options  Exchange 

Before  the 

Senate  Committee  on  Finance 

August  24,  1976 

The  Chicago  Board  Options  Exchange  ("CBOE")  strongly 
supports  H.R.  3052  which  removes  a  barrier  to  the  participation 
in  the  options  markets  on  the  part  of  exempt  organizations. 
Present  law  unnecessarily  discourages  exempt  organizations  from 
writing  options  to  buy  or  sell  securities  by  inconsistently 
applying  the  unrelated  business  income  tax  to  certain  income 
which  exempt  organizations  receive  from  writing  options. 

Most  exempt  organizations  are  acutely  aware  of  their 
need  for  additional  funds.   One  effective  method  to  increase 
the  yield  from  their  securities  portfolio  is  an  investment  strategy 
known  as  "covered  option  writing."   In  covered  option  writing, 
an  investor  who  owns  a  stock  writes  a  "call"  (an  option  to  buy 
that  stock  at  a  specified  price  within  a  specified  period  of 
time) .   The  option  writer  foregoes  the  possible  appreciation 
in  the  value  of  the  stock  during  the  option  period  in  return 
for  the  premium  he  receives  when  he  writes  the  option.   This 
premium  income  is  similar  to  other  passive  income,  such  as 
dividends,  which  an  exempt  organization  derives  from  investment 
activity  and  which  is  not  subject  to  the  unrelated  business 
income  tax. 

The  "unrelated  business  income  tax"  is  imposed  on  the 
net  income  derived  from  any  unrelated  trade  or  business  of  cer- 
tain exempt  organizations.   However,  the  unrelated  business 
income  tax  is  not  applicable  to  investment  income  such  as  divi- 
dends, interest,  annuities,  royalties,  and  capital  gains  from 
the  sale  of  investment  assets.   Under  present  law  there  is  an 
anomaly  in  the  application  of  the  unrelated  business  income  tax 
to  exempt  organizations.   If  an  exempt  organization  writes  an 
option  which  is  later  exercised,  the  gain  or  loss  realized  upon  the 
exercise  is  treated  as  capital  gain  or  loss,  and  is  thus  exempt 
from  the  unrelated  business  income  tax.   In  contrast,  if  the 
option  lapses  or  the  organization  terminates  its  obligation 
under  the  option  by  entering  into  a  closing  transaction,  the 
gain  or  loss  is  treated  as  ordinary  income  or  loss  and  is  sub- 
ject to  the  unrelated  business  income  tax. 

H.R.  3052  amends  Internal  Revenue  Code  §512 (b)(5)  to 
exclude  from  the  term  "unrelated  business  taxable  income"  all 
gains  on  the  lapse  or  termination  of  options  to  buy  or  sell 
securities,  if  the  options  have  been  written  in  connection  with 
an  exempt  organization's  investment  activities.   Thus,  H.R.  3052 
removes  the  anomaly  in  present  law:   the  change  would  bring  the 
tax  treatment  of  lapse  and  closing  transaction  income  into  line 
with  other  passive  income  derived  by  an  exempt  organization  from 
its  investment  activities. 
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Sound  tax  policy  dictates  that  H.R.  3052  should  be 
adopted.   First,  for  more  than  four  years  the  Congress  has 
attempted  to  make  this  change  and  has  recognized  that  all  passive 
investment  income  derived  from  an  exempt  organization's  invest- 
ment activities  should  be  treated  consistently:   not  subject  to 
the  unrelated  business  income  tax.   Income  from  lapses  or  termi- 
nated options  is  such  passive  investment  income. 

Second,  the  inconsistent  treatment  of  income  from 
options  should  be  corrected,  since  such  treatment  discourages 
exempt  organizations  from  writing  options  in  their  overall 
investment  strategy.   When  an  exempt  organization  writes  a 
call  option,  it  cannot  know  whether  that  option  will  be  termi- 
nated through  exercise,  lapse,  or  closing  transaction.   The 
possibility  that  the  unrelated  business  income  tax  will  apply 
to  the  income  derived  from  writing  options  deters  some  exempt 
organizations  from  writing  options.   We  do  not  feel  that  the 
Congress  intends  to  discourage  option  writing  on  the  part  of 
exempt  organizations  in  this  manner. 

Finally,  the  purpose  of  the  unrelated  business  income 
tax  —  to  prevent  tax  exempt  businesses  from  unfairly  competing 
with  taxable  businesses  --  is  not  furthered  by  applying  the 
tax  to  income  derived  from  the  lapse  of,  or  closing  transaction 
in,  options  written  by  exempt  organizations  in  connection  with 
investment  activities.   Production  of  investment  income,  such 
as  capital  gains,  by  exempt  organizations  simply  does  not 
involve  competition  with  taxable  businesses. 

H.R.  3052  is  closely  related  to  an  amendment  to  H.R. 
10612  (the  Tax  Reform  Act  of  1976),  and  H.R.  12224  which  passed 
the  House  on  July  20,  197  6.   The  amendment  to  H.R.  10612  and 
H.R.  12224  are  substantiallly  the  same  and  relate  to  the  tax 
treatment  of  income  derived  from  writing  options.   These  pro- 
visions correct  another  example  of  inconsistent  treatment  of 
transactions  in  options,  and  amend  Internal  Revenue  Code  §1234 
to  provide  that  gain  on  the  lapse  of,  and  gain  or  loss  from  any 
closing  transaction  in,  options  shall  be  treated  as  short-term 
capital  gain  or  loss. 

The  CBOE  supports  the  principles  of  consistency  and 
neutrality  in  the  tax  treatment  of  options  and  believes  that 
those  principles  underlie  the  amendment  to  H.R.  10612  and  H.R. 
12224.   We  therefore  supported  H.R.  12224  in  testimony  before 
the  Ways  and  Means  Committee  and  suggested  changes  which  were 
ultimately  adopted  in  that  bill.   We  wish  to  point  out  that  the 
amendment  to  H.R.  10612  and  H.R.  12224  will  be  disruptive  to 
transactions  on  our  exchange  and  other  options  exchanges  if  they 
were  to  contain  an  effective  date  which  is  significantly  prior  to 
the  date  on  which  the  bill  is  enacted  into  law.   Since  these 
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provisions  change  the  character  of  gain  on  the  lapse  of,  and 
gain  or  loss  from  any  closing  transaction  in,  options  from 
ordinary  income  to  short-term  capital  gain,  investors  will 
be  uncertain  about  the  tax  treatment  of  their  transactions  in 
options  between  the  effective  date  of  the  bill  and  the  date  of 
enactment.   Such  uncertainty  will  deter  many  transactions. 
We  believe  that  both  the  House  and  the  Senate  recognized  and 
appreciated  the  severity  of  this  problem  and  wrote  into  H.R. 
12224  and  the  amendment  to  H.R.  10612  an  effective  date  which 
is  their  estimates  of  when  the  bill  would  likely  be  enacted 
into  law.   We  trust  that  the  Conference  Committee  will  estab- 
lish an  effective  date  which  is  not  prior  to  the  date  of  the 
provision's  enactment. 
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STATEMENT  OF 

LEON  POMERANCE 

ON  BEHALF  OF 

THE  CHICAGO  BOARD  OPTIONS  EXCHANGE 

BEFORE  THE 

SENATE  COMMITTEE  ON  FINANCE 

AUGUST  24,  1976 

I  am  Leon  Pomerance,  Chairman  of  the  Board  of  Directors 
of  the  Chicago  Board  Options  Exchange.   With  me  are  Daniel  B. 
Skelton,  Vice  President  of  the  Exchange,  and  Ernest  S.  Christian, 
Jr.,  special  tax  counsel. 

The  Chicago  Board  Options  Exchange  ("CBOE")  is  a  national 
securities  exchange  registered  under  the  Securities  Exchange 
Act  of  1934.   It  was  the  first  exchange  in  the  United  States 
to  provide  a  central  marketplace  for  trading  option  contracts 
for  the  purchase  and  sale  of  stock,  popularly  known  as  "puts" 
and  "calls".   The  CBOE  has  overcome  the  deficiencies  of  the 
over-the-counter  market  by  providing  an  efficient  and  continuous 
options  market  in  which  a  position  previously  taken  can  be  liq- 
uidated at  any  time.   At  the  present  time,  trading  exists  in 
call  options  on  stocks  which  are  listed  on  the  New  York  and 
American  Stock  Exchange.   The  C30E  expects  that  trading  in 
puts  will  begin  soon,  and  that  the  number  of  listed  stocks  in 
which  octions  are  traded  will  be  increased. 
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CBOE's  Position  on  H.R.  3052 

The  CBOE  strongly  supports  H.R.  3052  which  removes  a 
barrier  to  the  participation  in  the  options  market  on  the  part 
of  exempt  organizations.   H.R.  3052  modifies  the  provisions  of 
present  law  which  unnecessarily  discourage  exempt  organiza- 
tions from  writing  options  by  applying  the  unrelated  business 
income  tax  to  certain  income  which  exempt  organizations  receive 
from  writing  options  to  buy  or  sell  securities. 

The  Importance  of  Option  Writing  to  Exempt  Organizations 

The  options  exchanges  provide  exempt  organizations  with  an 
important  new  source  of  income  from  their  investment  activities. 
The  options  markets,  as  sources  of  additional  funds,  are  impor- 
tant to  most  exempt  organizations,  particularly  colleges  and 
universities,  since  they  cannot  attract  sufficient  funds  from 
contributions  or  grants,  and  therefore  must  look  to  their  in- 
vestments for  additional  income. 

An  investment  technique,  known  as  "covered  option  writing," 
is  a  low-risk  investment  strategy  and  should  not  be  discouraged 
by  the  tax  law.   On  the  contrary,  the  covered  writer  risks  only 
the  possible  appreciation  in  the  value  of  the  stock  during  the 
option  period.   The  writer  foregoes  this  potential  growth  in 
return  for  the  premium  he  receives  when  he  writes  the  option. 
This  premium  income  is  similar  to  other  passive  income,  such 
as  dividends,  which  an  exempt  organization  derives  from  in- 
vestment activity  and  which  is  not  subject  to  the  "unrelated 
business  income  tax." 
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Covered  option  writing  may  be  illustrated  by  an  example. 
Assume  that  a  university  has  stock  in  its  portfolio  with  a 
value  of  $10,000  on  January  1,  1976,  and  that  it  intends  to 
hold  the  stock  as  a  long-term  investment.   The  stock  will  un- 
doubtedly fluctuate  in  value;  and  at  the  end  of  the  year,  the 
university  will  have  an  unrealized  gain  or  loss  on  the  stock. 
However,  except  to  the  extent  that  the  university  has  re- 
ceived a  dividend  on  the  stock  during  the  year,  it  will  not 
have  realized  any  income  from  its  investment. 

Instead,  suppose  that  the  university  writes  a  call 
option  with  a  $10,000  strike  price  on  January  1,  and  receives 
a  premium  of  $1,000  for  doing  so.   If  the  stock  declines  in 
value  or  even  remains  the  same  during  the  option  period,  the 
option  will  become  worthless  and  will  not  be  exercised.   The 
university  will  realize  $1,000  of  income  when  the  option  lapses, 
and  will  also  retain  the  stock  which  will  then  have  a  value  of 
$10,000  or  less.   Alternatively,  if  the  stock  increases  in 
value  during  the  option  period,  the  option  will  probably  be 
exercised.   The  university  will  realize  the  same  $1,000  premium 
from  writing  the  option,  but  rather  than  having  the  stock  with 
a  value  in  excess  of  $10,000,  it  will  receive  $10,000  in  cash 
for  reinvestment. 

Present  Tax  Treatment  of  Option  Writing  by  Exempt  Organizations 

The  "unrelated  business  income  tax"  is  imposed  on  the  net 
income  derived  from  any  unrelated  trade  or  business  of  certain 
exempt  organizations.   However,  the  unrelated  business  income 
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tax  is  not  applicable  to  investment  income  such  as  dividends, 
interest,  annuities,  royalties,  and  capital  gains  from  the  sale 
of  investment  assets. 

Under  present  law,  there  is  an  anomaly  in  the  application 
of  the  unrelated  business  income  tax  to  exempt  organizations. 
The  tax  treatment  of  income  which  an  exempt  organization  derives 
from  writing  puts  and  calls  depends  on  whether  the  option  is 
exercised,  lapses,  or  is  terminated  in  a  closing  transaction. 
If  an  exempt  organization  writes  a  call  in  connection  with  its 
investment  activities  and  the  call  is  exercised,  the  underlying 
stock  is  sold  by  the  exempt  organization.   The  premium  previous- 
ly received  for  writing  the  option  is  treated  as  part  of  the  capi- 
tal gain  or  loss  from  the  sale  of  the  underlying  stock.   If  a  gain 
has  occurred,  the  entire  gain  on  the  sale,  including  part  or  all 
of  the  premium,  is  not  taxed  since  present  Internal  Revenue  Code 
§  512(b)(5)  provides  that  "unrelated  business  taxable  income" 
excludes  all  gains  or  losses  from  the  sale,  exchange,  or  other 
disposition  of  capital  assets. 

On  the  other  hand,  the  anomaly  arises  if  an  option  written 
by  an  exempt  organization  is  not  exercised,  and  the  option  lapses 
or  the  writer  terminates  his  obligation  under  the  option  by 
entering  into  a  closing  transaction.   In  the  case  of  both  a 
lapse  and  a  closing  transaction,  any  gain  or  loss  realized  is 
classified  as  ordinary  income  or  loss  rather  than  capital  gain 
or  loss.   The  Internal  Revenue  Service  has  ruled  that  income 
realized  by  an  exempt  organization  from  call  options  which  lapse 
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is  income  subject  to  the  unrelated  business  income  tax.   Rev. 
Rul.  66-47,  1956-1  C.B.  149. 
.The  Change  in  Present  Law  Effected  by  H.R.  3052 

H.R.  3052  amends  Code  §  512(b)(5)  to  exclude  from  the  term 
"unrelated  business  taxable  income"  all  gains  on  the  lapse  or 
termination  of  options  to  buy  or  sell  securities,  if  the  options 
have  been  written  in  connection  with  the  exempt  organization's 
investment  activities.   Thus,  H.R.  3052,  which  has  Treasury  De- 
partment support,  removes  the  anomaly  in  present  law:   the  change 
would  bring  the  tax  treatment  of  lapse  and  closing  transaction 
income  into  line  with  other  passive  income  derived  by  an  exempt 
organization  from  its  portfolio  securities. 

Reasons  for  the  Change  Made  by  H.R.  30  5  2 

More  than  four  years  ago,  in  reporting  H.R.  11196  (a  bill 
similar  to  H.R.  3052) ,  the  Committee  on  Ways  and  Means  -recognized 
that  income  from  lapse  or  termination  of  an  option  should  not  be 
treated  differently  from  income  upon  the  exercise  of  an  option, 
when  the  options  have  been  written  in  connection  with  investment 
activities  of  the  organization.   The  Committee  concluded  that  in 
such  circumstances  both  types  of  income  should  be  exempt  from 
the  unrelated  business  income  tax  because  both  types  constitute 
investment  income  traditionally  exempted  from  that  tax.   H.R.  3052 
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again  recognizes  that  the  taxation  of  income  from  options  which 
are  written  by  exempt  organizations  and  which  lapse  or  are  ter- 
minated is  inconsistent  with  the  generally  tax-free  treatment 
accorded  to  exempt  organization's  income  from  investment  activites 

The  inconsistent  treatment  of  income  from  option  trans- 
actions by  exempt  organizations  should  be  corrected,  since  such 
treatment  discourages  exempt  organizations  from  using  options  in 
their  overall  investment  strategy.   When  the  university  in  the 
above  example  writes  a  call  option,  it  cannot  know  whether  that 
option  will  be  terminated  through  exercise,  lapse,  or  closing 
transaction.    As  explained,  the  covered  writer  foregoes  part  of 
the  possible  appreciation  in  the  value  of  the.  stock  during  the 
option  period  in  reutrn  for  the  premium  it  receives  when  it 
writes  the  option.   To  the  extent  that  under  some  circumstances 
(i.e. ,  lapse  or  closing  transaction)  the  premium  may  be  taxed  as 
unrelated  business  taxable  income,  this  potential  tax  will  deter 
some  exempt  organizations  from  writing  options.   We  do  not  feel 
that  the  Congress  intends  to  discourage  option  writing  —  a 
basically  conservative  investment  strategy  —  on  the  part  of 
exempt  organizations. 

Finally,  the  purpose  of  the  unrelated  business  income  tax  -- 
to  prevent  tax-exempt  businesses  from  unfairly  competing  with 
taxable  businesses  —  is  not  furthered  by  applying  the  tax  to 
income  derived  from  the  lapse  of,  or  closing  transaction  in, 
options  written  by  exempt  organizations  in  connection  with  in- 
vestment activities.   The  production  of  investment  income,  such 


31 


as  capital  gains,  by  exempt  organizations  simply  does  not  in- 
volve competition  with  taxable  businesses.  All  of  this  passive 
investment  income,  including  gains  from  the  lapse  or  closing 
transactions  in  options,  should  therefore  be  exempt  from  the 
unrelated  business  income  tax. 


H.R.  3052  and  the  Percy  Amendment  No.  325  to  H.R.  10612 
(Tax  Reform  Act  of  1976) 


In  addition  to  our  testimony  in  support  of  H.R.  3052,  the 
CBOE  believes  that  it  would  be  remiss  if  it  did  not  point  out 
to  the  Committee  the  closely  related  provisions  of  Amendment 
No.  325  to  H.R.  10612  (Tax  Reform  Act  of  1976)  which  amendment 
was  offered  by  Senator   Percy  and  agreed  to  on  August  6,  1976,  and 
H.R.  12224  which  is  substantially  the  same  as  the  Percy  amend- 
ment and  was  passed  by  the  House  on  July  20,1976.   The  Percy 
amendment  and  H.R.  12224  deal  with  another  example  of  incon- 
sistent treatment  of  transactions  in  options,  and  amend  Internal 
Revenue  Code  §1234  to  provide  that  gain  on  the  lapse  of,  and 
gain  or  loss  from  any  closing  transaction  in,  options  shall  be 
treated  as  short-term  capital  gain  or  loss.   Investors  who  buy  and 
sell  stocks  and  securities  receive  capital  treatment  for  gains  and 
losses  derived  from  their  investment  activities.   Similarly, 
investors  who  buy  and  then  resell  options  receive  caDital 
treatment  on  their  gains  and  losses.   The  inconsistency  in 
present  law  occurs  in  the  tax  treatment  of  option  writers 
whose  options  lapse  or  are  terminated   through  a  closing 
transaction.    Under  rulings  from  the  Internal  Revenue 
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Service,  gain  or  loss  derived  by  an  option  writer  from  the  lapse 
of,  or  closing  transaction  in,  options  is  ordinary  income  or  loss 
to  the  option  writer.   The  Percy  amendment  and  H.R.  12224  remove 
the  inconsistency  in  present  law  by  providing  that  a  writer 's.  gain 
on  the  lapse  of,  and  gain  or  loss  from  any  closing  transaction  in, 
options  is  treated  as  short-term  capital  gain  or  loss. 

Removal  of  this  inconsistency  was  the  subject  of  extensive 
public  hearing  in  the  Committee  on  Ways  and  Means,  is  supported  by 
the  Treasury  and  results  in  a  revenue  gain  of  about  $10  million. 

Options  traded  on  the  CBOE  should  be  taxed  no  more  and  no 
less  favorably  than  other  similar  securities  and  transactions. 
We  support  the  principles  of  consistency  and  neutrality  in  the 
tax  treatment  of  options  and  believe  that  those  same  principles 
underlie  the  Percy  amendment  and  H.R.  12  224.   We  therefore  support 
those  provisions. 

We  wish  to  point  out  that  the  Percy  amendment  and  H.R.  12224 
will  be  disruptive  to  transactions  on  the  CBOE  and  other  options 
exchanges  if  they  were  to  contain  an  effective  date  which  is 
significantly  prior  to  the  date  on  which  the  bill  is  enacted  into 
law.   H.R.  12224  changes  the  character  of  gain  on  the  lapse  of, 
and  gain  or  losss  from  any  closing  transaction  in,  options  from 
ordinary  income  to  short-term  capital  gain.   Thus,  it  can 
readily  be  appreciated  that  between  the  effective  date  of  the 
bill  and  the  date  of  enactment  investors  will  be  uncertain 
about  the  tax  treatment  of  their  transactions  in  options  and 
will  therefore  be  deterred  from  making  commitments  which  they 
otherwise  would  have  made. 
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We  believe  that  the  Committee  on  Ways  and  Means 
recognized  and  appreciated  the  severity  of  this  problem  and 
wrote  into  H.R.  12224  an  effective  date  which  reflected  its 
judgment  concerning  when  the  provision  would  likely  be  enacted 
into  law.   Similarly,  in  adopting  the  Percy  amendment  to  H.R. 
10612,  the  Senate  provided  for  an  effective  date  of  September  1, 
1976,  which  is  its  estimate  of  when  the  provision  would  likely 
be  enacted  into  law.   We  trust  that  the  Conference  Committee 
will  establish  an  effective  date  which  is  not  prior  to  the 
date  of  the  provision's  enactment,  and  thus  will  avoid  retro- 
active treatment  of  investors. 

In  conclusion,  Mr.  Chairman,  we  thank  you  for  your 
attention  and  consideration  of  our  views  concerning  these 
two  important  provisions  relating  to  the  tax  treatment  of 
options . 
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STATEMENT  OF  THE  DISTILLED  SPIRITS  COUNCIL  OF  THE  U.S.,  INC. 
Before  the  Committee  on  Finance,  U.S.  Senate,  in  Support  of  HR  3055 

The  Distilled  Spirits  Council  of  the  U.S.,  Inc.  (DISCUS),  the 
national  trade  association  of  the  domestic  distilling  industry,  whose 
members  produce  approximately  957„  of  all  distilled  spirits  produced  in 
the  United  States,  supports  the  provisions  of  HR  3055  for  the  reasons 
set  forth  in  attachment  A  to  this  statement  (attachment  A  sets  forth  the 
purposes  of  each  section,  the  revenue  impact,  if  any,  and  the  reasons  in 
support  of  enactment).   Attachment  B  is  a  section  by  section  explanation  of 
HR  3055. 

The  bill  would  simplify  and  encourage  the  exportation  of  distilled 
spirits.   In  addition,  the  bill  would  liberalize  the  removal  of  samples 
for  research,  development,  or  testing  and  would  relax  existing  requirements 
for  the  mingling  and  blending  of  distilled  spirits  in  bond.   Production  of 
gin  with  greater  uniformity  and  without  loss  in  quality  would  be  permitted. 
Finally,  the  bill  would  extend  to  bulk  spirits  brought  into  the  United 
States  from  Puerto  Rico  or  the  Virgin  Islands  the  same  loss  provisions  pre- 
sently applicable  to  imported  and  domestic  spirits  thereby  curing  an  inequity 
in  the  present  law. 

There  would  be  no  loss  of  revenue  as  a  result  of  the  amendments 
contained  in  the  bill;  there  would  be  a  short-term  lag  in  revenue  of  an 
undetermined,  but  not  major,  amount  resulting  from  Section  3  of  the  bill. 

In  keeping  with  our  need  and  desire  to  improve  our  export  position 
in  all  fields,  DISCUS  urges  adoption  of  these  amendments.   We  appreciate 
this  opportunity  to  present  our  views  on  pending  legislation  and  request 
favorable  consideration. 
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SUMMARY  OF  PRINCIPAL  POINTS 
Included  in  the  Statement  of  Distilled  Spirits  Council  of  the  U.S.,  Inc 
Before  the  Committee  on  Finance,  U.S.  Senate,  in  Support  of  HR  3055 


Benefits  of  Bill: 

1.  Simplification  of  export  procedures 

2.  Liberalization  and  simplification  of  plant  procedures 

3.  Equalization  of  loss  provision  applicable  to  all  dis- 
tilled spirits 

Revenue  Effect: 

1.  No  loss  of  revenue 

2.  Short  term  lag  in  revenue  in  minor  amounts 
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ATTACHMENT  A 


Sunanary  of  Provisions  of  H.  R.  3055 
94th  Congress,  First  Session 

A.  Sets  forth  the  purpose  of  the  Section 

B.  The  revenue  impact,  if  any 

C.  The  reasons  in  support  of  enactment 

Section  1 

a)  Would  eliminate  the  requirement  of  showing  on  the  label  of  gin 
and  vodka  bottled  in  bond  for  export  the  name  of  the  distiller. 

b)  Revenue  effect  -  none. 

c)  Would  simplify  the  labeling  of  gin  and  vodka  for  export  and  there- 
by facilitate  export  sales. 

Section  2 

a)  Would  extend  to  bulk  imported  goods  which  are  bottled  in  the  United 
States  for  export  the  same  tax  benefits  presently  permitted  for 
domestically  produced  goods  bottled  for  export. 

b)  Revenue  effect  -  none. 

c)  Would  broaden  market  for  goods  to  be  exported  from  the  United  States. 

Section  3 

a)  Would  create  an  export  facility  on  distilled  spirits  plant  premises. 

b)  Revenue  effect  -  no  loss  of  revenue  but  a  short-term  lag  in  revenue 
of  undetermined,  but  not  major,  amount. 

c)  Would  simplify  export  procedures  and  encourage  further  development 
of  export  markets. 

Section  4 

a)      Would  liberalize  export  procedures  by  permitting  transfer  to 
any  Customs -bonded  warehouse  for  export. 
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Section  8 

a)  Would  extend  to  bulk  spirits  brought  into  the  United  States 
from  Puerto  Rico  or  the  Virgin  Islands  the  same  loss  provisions 
made  applicable  to  imported  and  domestic  spirits. 

b)  Revenue  effect  -  none. 

c)  Would  correct  an  oversight  in  prior  law  whereby  loss  allowances 
applicable  to  domestic  and  imported  spirits  were  not  made  applicable 
to  products  from  Puerto  Rico  and  the  Virgin  Islands. 

Section  9 

Provides  only  for  effective  date. 
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ATTACHMENT  B 


H.R.  3055 
94th  Congress  -  First  Session 
EXPLANATION  OF  THE  BILL 

This  bill  makes  a  series  of  amendments  to  the  distilled  spirits 
plant  provisions  of  the  Internal  Revenue  Code  which  in  general  are  designed 
to  remove  restrictions  which  are  not  necessary  for  effective  enforcement  of 
the  revenue  and  regulatory  aspects  of  these  provisions  and  which  would 
facilitate  and  encourage  exportations .   These  amendments  will  have  no 
adverse  effect  on  the  revenue.   They  can  be  summarized  as  follows: 

SECTION  1.   NAME  0?  DISTILLER  ON  LABEL  OF  GIN  AND  VODKA  BOTTLED 
IN  BOND  FOR  EXPORT. 

Section  1  of  the  bill  would  eliminate  the  requirement  of  showing, 
on  the  label  of  gin  and  vodka  bottled  in  bond  for  export,  the  name  of  the 
distiller.   Such  information  serves  ho  useful  purpose,  and  since  gin  and 
vodka  are  produced  from  neutral  spirits,  compliance  with  the  statute  i*eans 
showing  the  distiller  of  the  neutral  spirits  which  may  be  a  person  different 
from  the  producer  of  the  gin  or  vodka;  the  showing  of  such  distiller  on  the 
label  could  even  be  deceptive  to  the  consumer. 

SECTION  2.   DRAWBACK  FOR  BULK  IMPORTED  GOODS  BOTTLED  IM  UNITED  STATES. 
Section  2  of  the  bill  would  authorize  allowance  of  drawback  of 
tax  on  bulk  imported  goods  which  are  bottled  in  the  United  States  and  exported 
therefrom.   Because  of  the  limitation  to  goods  "manufactured  or  produced  in 
the  United  States"   in  existing  law,  imported  distilled  spirits  are  not  subject 
to  drawback  under  section  5062(b).   However,  by  virtue  of  section  5523,  IRC, 
reduction  in  proof  and  bottling  or  packaging  are  deemed  to  constitute  manufacturing 
under  section  311  of  the  Tariff  Act  of  1930.   (19  U.S.C.  1311)   This  amendment 
would  make  the  export  standards  of  Sec.  5062(b)  consistent  with  those  in 
Section  311. 
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SECTION  3.   DISTILLED  SPIRITS  RETURNED  TO  BONDED  PREMISES. 

Section  3  of  the  bill  would  permit  the  bottler  or  packager  to  return 
to  an  export  storage  facility  on  bonded  premises  distilled  spirits  which  would 
be  eligible  for  drawback  under  Section  5062(b).   The  return  of  the  spirits 
must  be  solely  for  the  purpose  of  storage  pending  withdrawal  for  export,  or 
other  withdrawal  without  payment  of  tax  authorized  under  Section  5214(a),  or 
free  of  tax  under  Section  7510. 

This  section  also  permits  the  bottler  to  return  to  appropriate  storage 
facilities  on  the  bonded  premises  distilled  spirits  which  he  had  bottled  in 
bond  after  tax  determination.   Such  spirits  may  be  withdrawn  for  any  purpose 
for  which  distilled  spirits  bottled  in  bond  before  tax  determination  may  be 
withdrawn  from  bonded  premises. 

Appropriate  amendments  are  made  to  provide  for  the  remission,  abate- 
ment, credit,  or  refund  of  tax  on  spirits  returned  to  bonded  premises  under 
this  section. 

The  amendments  made  by  this  section  are  designed  to  simplify  and 
encourage  export  transactions. 

SECTION  4.   WITHDRAWALS  TO  CUSTOMS  BONDED  WAREHOUSES. 

Section  4  of  the  bill  would  authorize  withdrawal  of  distilled  spirits 
from  bonded  premises  without  payment  of  tax  for  transfer  to  any  customs 
bonded  warehouse.   This  provision  applies  to  spirits  bottled  in  bond  for  export 
and  to  spirits  returned  to  bonded  premises  under  section  5215(b).   The  amendment 
is  designed  to  simplify  and  encourage  export  transactions. 

SECTION  5.   REMOVAL  OF  SAMPLES  FOR  RESEARCH.  DEVELOPMENT.  OR  TESTING. 

Section  5  of  the  bill  would  make  a  reasonable  extension  of  the 
purposes  for  which  samples  may  be  removed  without  payment  of  tax  to  include 
plant  research  in  addition  to  laboratory  analysis.   This  amendment  is  similar 
to  the  recent  amendment  to  Section  5053  relating  to  beer. 
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SECTION  6.   MINGLING  AND  BLENDING  OF  DISTILLED  SPIRITS. 

Section  6  of  the  bill  rfould  permit  distilled  spirits  plant 
proprietors  to  commingle  distilled  spirits  within  20  years  of  the  date  of 
original  entry  rather  than  the  existing  8  years.   The  section  also  eliminates 
the  requirements  of  existing  law  that  the  mingled  spirits  be  placed  in  the  same 
barrels  and  that  the  mingling  must  be  for  further  storage  in  bond.   Proper  admini- 
stration of  the  distilled  spirits  tax  and  regulatory  provisions  does  not  require 
the  limitations  on  conmingling  to  8  years  or  the  return  of  the  distilled  spirits 
to  bonded  storage.   From  a  practical  standpoint,  the  use  of  the  same  package 
is  an  unnecessary  restriction. 

SECTION  7.   USE  OF  JUNIPER  OILS  IN  PRODUCTION  OF  GIN. 

Section  7  of  the  bill  would  authorize  the  use  of  the  extracted  oils 
of  juniper  berries  and  other  aromatics  in  the  production  of  gin  without 
incurrence  of  the  rectification  tax  in  addition  to  the  present  system  of 
redistillation  of  a  pure  spirit  over  juniper  berries  and  other  aromatics. 
This  amendment  will  permit  production  of  gin  with  greater  uniformity  and 
without  loss  in  quality. 

SECTION  8.   LOSS  PROVISIONS  FOR  SPIRITS  BROUGHT  IN  FROM 
PUERTO  RICO  AND  THE  VIRGIN  ISLANDS. 

Section  8  would  extend  to  bulk  spirits  brought  into  the 
United  States  from  Puerto  Rico  or  the  Virgin  Islands  the  same  loss 
provisions  now  applicable  to  imported  and  domestic  spirits. 

Due  to  an  oversight  when  the  law  was  amended  to  permit  entry 
of  such  spirits  into  bond  the  provisions  applicable  to  imported  and 
domestic  spirits  were  not  extended  to  spirits  brought  in  from  Puerto  Rico 
or  the  Virgin  Islands.   Enactment  of  this  section  would  cure  inequities  in 
the  present  law. 
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SECTION  9.   EFFECTIVE  DATE. 

The  act  would  become  -ffective  on  the  first  day  of  the  first 
calendar  month  which  begins  more  than  90  days  after  enactment.   This  will 
give  the  Treasury  Department  and  the  distilling  industry  sufficient  time  to 
modify  procedures  under  the  statutes  amended. 
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STATEMENT  OF 
THE  ASSOCIATION  OF  AMERICAN  PUBLISHERS 

In  Support  of  Extending  H.  R.  5161 
To  Mass  Market  Paperback  Books 

Submitted  to 

The  Committee  on  Finance 

United  States  Senate 


August  24,  1976 
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Summary  of  Principal  Points 

1 .  Proposed  Amendment  to  H .  R.  5161  Would  Avoid  Unjust 
Discrimination.   H.  R.  5161  ameliorates  a  hardship  in  the 
magazine  distributing  business  by  adopting  a  tax  accounting 
rule  which  is  more  consistent  with  the  generally  accepted 
accounting  principle  of  matching  income  and  expenses.   It 
provides  that  distributions  made  primarily  for  display 
purposes  (and  which  are  returned  within  2  1/2  months  after  the 
taxable  year)  are  not  includible  in  taxable  income.   The  bill, 
however,  is  limited  to  magazines,  and  failure  to  accord  display 
distributions  of  mass  market  paperback  books  the  same  treatment 
would  result  in  unjust  discrimination  between  similarly 
situated  taxpayers. 

2 .  Mass  Market  Paperbacks  Meet  the  Substantive  Tests 

of  H.  R.  5161.   The  House  bill  would  prescribe  two  requirements 
for  determining  whether  publications  have  been  distributed  for 
display  purposes.   Mass  market  paperback  publishers  and 
distributors,  like  magazine  publishers  and  distributors,  meet 
these  requirements.   In  both  businesses  -- 

a.  Excess  quantities  of  publications,  in- 
tended for  retail  display,  are  distributed 
with  no  expectation  that  they  will  be  sold. 

b.  Publishers  and  distributors  are  legally 
bound  to  accept  returns  of  the  excess  distri- 
butions. 

3 .  Mass  Market  Paperbacks  and  Magazines  Have  Other 
Significant  Characteristics  in  Common.   Apart  from  meeting  the 
substantive  requirements  of  H.  R.  5161,  mass  market  paperback 
books  have  other  characteristics  in  common  with  magazines 
which  strongly  militate  against  disparate  treatment  of  the 
two  types  of  publications.   In  both  businesses  -- 

a.  The  display  distributions  are  substantial 

in  amount  (about  35%  for  paperbacks).   Therefore, 
treatment  of  such  distributions  as  completed 
sales  may  have  a  significant  distorting  effect  on 
taxable  income,  particularly  during  periods  of 
inflation. 

b.  The  publications  have  very  short  retail 
shelf-lives . 

c.  Unsold  distributions  have  little  or  no  economic 
value  and  are  almost  never  resold.   Display  distri- 
butions are  generally  returned  in  the  form  of  covers 
which  have  been  stripped  from  the  books. 

d.  The  publications  are  generally  distributed  by 
the  same  wholesalers,  and  often  to  the  same  retail 
outlets  with  the  same  potential  customers. 

4.  Summary.   For  the  foregoing  reasons,  the  improved 
accounting  method  which  H.  R.  5161  would  provide  for  magazine 
publishers  and  distributors  should  be  extended  as  well  to 
publishers  and  distributors  of  mass  market  paperback  books. 
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STATEMENT  OF 

THE  ASSOCIATION  OF  AMERICAN  PUBLISHERS 

IN  SUPPORT  OF 

EXTENSION  OF  H.  R.  5161  TO  MASS  MARKET  PAPERBACK  PUBLICATIONS 

I.   SUMMARY 

A.    Problem  Addressed  by  H.R.  5161 

H.  R.  5161,  approved  by  the  House  of  Representatives 
on  August  2,  1976,  would  go  a  long  way  toward  eliminating  a 
disparity  which  exists  between  the  book  and  income  tax 
accounting  of  accrual  basis  taxpayers  in  the  magazine  pub- 
lishing industry. 

The  disparity  arises  because,  under  Internal 
Revenue  Service  interpretation,  current  law  does  not  permit 
magazine  publishers  and  distributors  to  deduct  from  gross 
income  amounts  which  they  place  in  reserve,  in  accordance 
with  generally  accepted  accounting  principles,  to  provide 
for  refunds  payable  with  respect  to  magazines  distributed  in 
a  taxable  year  and  returned  to  them  after  the  close  of  that 
year.   Such  reserves  are  considered  nondeductible  for  tax 
purposes  even  though  the  publisher  or  distributor  intentionally 
oversells  periodicals  to  wholesalers  to  assure  adequate 
display  at  the  retail  level  and  is  legally  obligated  to 
accept  for  refund  all  returns  of  the  excess  distributions. 

In  the  periodicals  industry,  the  law  as  so  inter- 
preted may  result  in  significant  distortions  of  taxable 
income.   Excess  distributions  of  periodicals  which  the  parties 
never  expect  to  be  sold  are  nonetheless  included  in  income. 
When  this  occurs  in  the  latter  part  of  the  tax  year,  most 
returns  of  the  excess  distributions  are  not  taken  into 
account  until  early  in  the  succeeding  year.   The  result  is 
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that  taxable  income  may  be  overstated  during  periods  of 
rising  sales,  and  understated  during  periods  of  declining 
sales. 

Without  affecting  existing  law  relating  to  the 
nondeductibility  of  estimated  expenses,  H.  R.  5161  would 
ameliorate  the  income-distorting  effect  on  publishers  and 
distributors  of  periodicals.   The  House-passed  bill,  which 
the  Treasury  Department  has  stated  it  does  not  oppose,  would 
accord  those  taxpayers  an  elective  right  not  to  include  in 
income  distributions  of  periodicals  made  for  display  purposes 
(as  defined)  where  the  taxpayer  can  establish,  within  two 
and  one-half  months  after  the 'close  of  the  year  of  distribution, 
that  the  periodicals  have  not  been  and  will  not  be  sold. 
B.    Position  of  Association  of  American  Publishers 

As  described  in  detail  below,  accrual  basis 
publishers  and  distributors  of  mass  market  paperback  books 
are  in  the  same  tax  position  as  periodicals  publishers  and 
distributors. 

In  both  industries 

large  quantities  of  publications  are  distri- 
buted for  display  purposes  with  no  expectation 
that  the  excess  distributions  will  be  sold, 
the  substantial  excess  distributions  which 
are  put  on  display  are  in  fact  a  method  of 
advertising  for  retail  sales. 
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publishers  and  distributors  are  legally  bound 
to  accept  ail  returns  of  the  excess  distributions 
for  full  refund  or  credit,  and  the  returns  are 
normally  in  the  form  of  covers  which  nave  been 
stripped  from  the  becks. 

the  two  types  of  publications  have  very  short 
retail  shelf-lives.   Publishers  release  hundreds 
of  new  paperbacks  on  a  monthly  basis  and,  because 
of  the  scarcity  cf  retail  shelf  space,  many  elder 
titles  are  withdrawn  each  rr.cn th. 
most  returns  early  in  a  particular  tax  year 
are  attributable  tc  the  prior  year's  excess 
distributions,  and  the  returns  are  almost 
never  resell. 

the  publications  are  often  distributed  by  the 
same  wholesalers. 

the  two  types  of  publications  are  often  displayed 
at  the  same  retail  outlets  with  the  same  potential 
customers . 
Under  these  circumstances,  r.ass  market  paperback 
publishers  and  distributors  nave  as  strong  a  case  as  do  penciica: 
publishers  and  distributers  for  the  relief  which  H.  R.  5161 
.would  provide.   Limitation  of  its  provisions  -.:  periodicals  would 
create  an  inequity  between  similarly  situated  taxpayers  and 
it  is  strongly  urged  that  H.  R.  5161  be  modified  to  avoid  this 
inequity. 

II.   EXPLANATION  3?  H.  R.  5161 
H.  R.  5161  would  add  a  new  subsection  (e)  to 
section  451  of  the  Internal  Revenue  Code.   The  new  provisions 
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would  apply  to  sales  of  magazines  or  other  periodicals  "for 

display  purposes."   Such  sales  are  defined  in  paragraph  (2)  of 

H.  R.  5161  as  those  made  "in  order  to  permit  an  adequate 

display  of  the  magazine  or  other  periodical  ...  if  at 

the  time  of  sale  the  taxpayer  has  a  legal  obligation  to 

accept  returns  of  such  magazine  or  other  periodical."   For 

transactions  meeting  this  definition,  paragraph  (1)  authorizes 

accrual  basis  taxpayers  to  elect  not  to  include  in  gross 

income  of  the  taxable  year  receipts  from  sales  which  are 

returned  by  the  15th  day  of  the  third  month  of  the  next 

1/ 
year,  or  with  respect  to  which  the  taxpayer  otherwise  establishes 

that  sales  have  not  occurred  and  will  not  occur  (in  accordance 
with  regulations  to  be  prescribed  by  the  Secretary  or  his 
delegate) .   An  election  under  these  provisions  would  be 
binding  for  subsequent  years  and  would  otherwise  be  treated 
as  a  method  of  accounting. 

In  effect,  H.  R.  5161  would  authorize  a  tax  treat- 
ment for  excess  distributions  of  magazines  which  is  more 
consistent  with  economic  realities  than  is  the  present 
treatment.   Periodicals  publishers  and  distributors  would 
no  longer  be  required  to  report  artificially  created  income 
attributable  to  shipments  in  the  latter  part  of  the  year 
of  excess  quantities  of  periodicals  which  the  parties  know 
will  not  be  sold,  provided  the  taxpayer  also  eliminates  equally 
artificial  off-setting  deductions  now  taken  for  returns  made 
in  the  following  taxable  year.   Excess  distributions  returned 
within  the  statutory  period  would  be  ignored  for  purposes  of 
taxation. 


1/    The  two-and-one-half  month  cutoff  coincides  with  the  date 
on  which  corporate  tax  returns  are  normally  due. 
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III.   REASONS  FOR  EXTENDING  H.  R.  5161  TO 
MASS  MARKET  PAPERBACK  PUBLICATIONS 

In  its  Report  on  H.  R.  5161,  the  Committee  on  Ways 

and  Means  stated: 

Your  committee  believes  that  when  periodicals 
are  shipped  to  retailers  for  display  purposes 
with  no  expectation  on  the  part  of  the  parties 
that  these  periodicals  will  be  sold,  it  is  not 
appropriate  to  treat  the  shipment  as  income  to 
the  publisher  or  distributor. 

Since  mass  market  paperback  books  are  distributed  under 
substantially  the  same  arrangement,  H.  R.  5161  should  cover 
these  publications  as  well  as  magazines  and  other  periodicals. 
A.    Nature  and  Size  of  Mass  Market  Paperback  Business 

Mass  market  paperback  books,  like  periodicals,  repre- 
sent a  distinct  segment  of  the  publications  industry.   They 
are  nontechnical  paperbacks  of  standard  "rack-size"  (approxi- 
mately 7"  by  4-1/2"  or  smaller)  intended  for  general  consumption 
and  characteristically  having  lower  prices  and  shorter  shelf- 
lives  than  special  interest  books  or  "trade"  paperbacks  (e.g. , 
those  educational  publications,  reprints  of  classics, 
and  religious  and  scientific  books  which  have  a  limited 
appeal) .   For  both  internal  and  industry-wide  reporting 
purposes,  these  characteristics  distinguish  mass  market  from 
other  paperback  publications.   The  annual  Industry  Sales  Statist: 
survey  of  the  Association  of  American  Publishers  indicates  that 

mass  market  paperbacks  accounted  for  approximately  $319  million 

2/ 

in  net  sales  in  1975. 


2/        Total  net  sales  of  all  books  (hard  cover  and  paperback) 
by  U.S.  publishers  in  1975  amounted  to  approximately  $3.81 
billion. 
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Distribution  of  mass  market  paperback  books  is 
highly  competitive.   It  is  estimated  that  the  average  retail 
outlet  contains  fewer  than  120  "pockets"  for  displaying 
rack-size  paperbacks.   However,  in  recent  years  mass  market 
paperback  new  releases  alone  have  exceeded  5,000  separate 
titles  annually.   Considering  the  large  number  of  releases 
of  mass  market  paperback  publications,  the  relatively  infre- 
quent use  of  media  advertising  and  the  scarcity  of  retail 
display  space,  it  becomes  obvious  that  steps  to  assure 
adequate  retail  display  are  central  to  the  sales  strategies 
of  mass  market  paperback  publishers. 

To  reach  the  maximum  number  of  retail  outlets, 

mass  market  paperbacks,  like  periodicals,  are  distributed  direct 

to  retailers  and  through  a  system  of  independent  wholesalers 

and  jobbers.   Indeed,  in  most  cases  periodicals  and  mass 

market  paperbacks  are  distributed  by  the  same  wholesalers. 

As  a  result,  as  described  below,  the  methods  of  marketing 

the  two  types  of  publications  are  substantially  the  same. 

B.    Distributions  for  Display  by  Publishers  of  Mass  Market 
Paperback  Books 

Distributions  --  technically  in  the  form  of  sales  -- 

for  purposes  of  display  within  the  meaning  of  H.  R.  5161  are 

as  prevalent  in  the  mass  market  paperback  business  as  in  the 

periodicals  business.   Mass  market  paperback  publishers  and 

distributors  regularly  and  deliberately  make  excess  distributions 

of  their  publications  for  the  same  reason  as  do  periodicals 

publishers:   experience  has  shown  that  net  sales  will  suffer 
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unless  sufficient  quantities  of  books  are  shipped  to  assure 

adequate  display  at  retail  outlets.   In  a  very  real  sense, 

for  mass  market  paperbacks,  perhaps  even  more  so  than  for 

3/ 
periodicals,  the  books  themselves  are  their  own  advertisements. 

The  Association  of  American  Publishers  believes 
all  U.  S.  mass  market  paperback  publishers  employ  the  sale- 
for-display  marketing  technique.   As  in  the  periodicals 
industry,  mass  market  paperback  publishers  and  their  customers 
have  no  expectation  that  the  excess  distributions  will  in 
fact  be  sold.   Under  agreements  with  their  wholesalers  and 
jobbers,  mass  market  paperback  publishers  and  distributors 
have  a  legal  obligation  to  accept  for  full  refund  or  credit 
all  returns  of  books  not  sold  at  the  retail  level.   The 
proportion  of  shipments  which  are  in  fact  returned  is  clearly 
substantial.   AAP  surveys  indicate  that  35  to  37  percent  of 
the  mass  market  paperback  books  shipped  in  1973  through  1975 
were  returned  to  the  publishers  for  refund  pursuant  to  legal 
right  and  would  qualify  as  sales  for  display  purposes  under 
H.  R.  5161. 

In  brief,  excess  distributions  of  mass  market 
paperback  publications  meet  the  definition  of  "sales  for 
display  purposes"  set  forth  in  H.  R.  5161.   The  excess 


3/    A  recent  article  from  the  Washington  Post  which  describes 
the  marketing  of  mass  market  paperbacks  is  appended  to  this 
memorandum.   Based  on  industry  sources  the  article  indicates 
that  "the  book  has  to  display  well,"  and  "if  it  displays,  it 
sells."   Further,  it  is  stated  that  "Our  ad  campaigns  are  so 
tiny,  they  are  laughable.   We  don't  rely  on  grand  promotions. 
Each  paperback  that  we  display  is  an  advertisement  for  itself." 
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distributions  are  made  to  assure  adequate  display  at  retail 
outlets,  and  mass  market  paperback  publishers  and  distri- 
butors are  legally  bound  to  accept  all  returns.   Further- 
more, as  with  periodicals  publishers,  the  distorting  effect 
of  treating  as  income  excess  distributions  of  mass  market 
paperbacks  may  be  substantial,  since  such  excess  distri- 
butions amount  to  more  than  one-third  of  all  mass  market 
paperback  shipments.   And  with  inflation  a  continuing  problem, 
the  distortion  of  income  problem  promises  to  be  even  more 
serious  in  future  years. 
C.    Short  Retail  Display  Period  of  Mass  Market  Paperbacks 

While  the  definition  of  "sales  for  display  pur- 
poses" contained  in  H.  R.  5161  is  not  explicitly  limited  to 
publications  that  have  short  retail  shelf-lives,  it  is  clear 
that  this  characteristic  of  most  periodicals  is  an  important 
part  of  the  rationale  underlying  the  proposed  legislation. 
Like  periodicals,  mass  market  paperback  books  also  typically 
possess  very  short  retail  shelf-lives.   Thus,  this  characteristi: 
distinguishes  mass  market  paperbacks  as  well  as  periodicals 
from  other  publications  and  different  kinds  of  goods  sold  at 
retail  outlets. 

In  the  case  of  mass  market  paperbacks,  a  short 
retail  display  period  is  a  matter  of  practical  necessity. 
A  publisher  who  releases  25  to  35  new  titles  each  month  must 
have  assurances  that  older  titles  will  be  regularly  removed 
from  limited  display  space  as  new  titles  reach  the  retailer. 
In  practice,  this  is  what  occurs. 

Mass  market  paperback  publishers  release  approximately 
400  new  books  on  a  monthly  basis.   These  monthly  distributions 
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are  prescheduled  for  months  in  advance.   In  order  to  provide 
adequate  retail  shelf  space,  many  older  titles  must  be  withdrawn 
each  month.   A  recent  survey  of  publishers  who  are  members 
of  AAP ' s  Mass  Market  Paperback  Division  indicates  that  the 
expected  retail  display  period  of  newly  released  mass  market 
paperbacks  ranges  from  one  to  12  weeks,  with  most  of  the 
paperbacks  having  an  average  shelf-life  of  four  to  seven 
weeks.   Monthly  paperback  return  figures  requested  as  part 
of  this  survey  bear  out  the  publishers'  estimates.   Given 
the  short  retail  display  period  involved,  excess  distributions 
of  mass  market  paperbacks  in  the  latter  part  of  a  taxable 
year  are  just  as  likely  to  produce  distortions  of  income 
under  present  tax  law  as  are  excess  distributions  of  periodicals. 

While  it  is  true  that  magazines  are  dated  and  mass 
market  paperbacks  are  undated,  this  has  no  significance  from 
the  standpoint  of  adopting  a  proper  tax  accounting  rule.   All 
a  date  indicates  is  that  there  is  a  great  likelihood  that 
the  magazine  will  be  returned  for  credit;  for  paperbacks, 
this  same  point  is  demonstrated  by  historical  statistics  and 
the  monthly  publication  schedules.   Thus,  dating  has  no  bearing 
on  the  real  issue  --  that  is,  whether  it  is  appropriate  to 
change  a  tax  accounting  rule  which  (1)  fails  to  take  into 
account  the  unique  nature  of  the  business  (e.g. ,  the  need  for 
significant  display  distributions  subject  to  an  unlimited  right 
of  return),  and  (2)  produces  a  serious  distortion  of  income. 


4/    The  shelf-life  of  a  periodical  will  vary  depending  upon 
whether  new  issues  are  releases  on  a  weekly,  monthly,  quarterly 
or  less  frequent  basis. 
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D.    Destruction  of  Mass  Market  Paperback  Returns 

Mass  market  paperback  books  and  periodicals  have  still 
another  characteristic  in  common  which  distinguishes  them 
from  the  products  of  many  other  taxpayers.   Like  periodicals, 
mass  market  paperbacks  generally  have  little  or  no  economic 
value  to  the  publisher  once  their  initial  retail  display 
period  has  ended.   Therefore,  rather  than  incur  the  freight 
charges  which  would  be  involved  in  requiring  returns  of  full 
books,  mass  market  paperback  publishers  —  like  periodicals 
publishers  —  accept  as  returns  either  covers  stripped  from 
books  or  affidavits  from  wholesalers  and  retailers  certifying 
that  the  books  have  been  destroyed.   The  recent  AAP  survey 
of  members  of  the  Mass  Market  Paperback  Division  indicates 
that  more  than  90  percent  of  all  returns  of  mass  market 
paperback  books'  accepted  for  refund  or  credit  take  the  form 
of  stripped  covers  or  affidavits.   The  small  proportion  of 
full-books  which  come  back  to  publishers  are  for  the  most 
part  damaged  and,  therefore,  not  saleable. 

Within  the  context  of  H.  R.  5161,  the  foregoing 
practice,  which  is  universal  among  mass  market  paperback 
publishers,  has  double  significance.   First,  it  shows  that 
the  excess  distributions  of  mass  market  paperbacks  are,  in 
fact,  made  for  display  purposes.   Publishers  have  no 
expectation  that  they  will  be  able  to  resell  returned  books 
and  therefore  do  not  require  full-book  returns.   On  the 
other  hand,  mass  market  paperback  publishers  do  require 
physical  documentation  that  the  excess  distributions  for 
which  refunds  are  sought  have  been  rendered  nonsali.-jble. 


55 


-  n  - 

Without  altering  their  existing  practices  they  are,  therefore, 
in  a  position  to  meet  the  requirement  under  H.  R.  5161  that 
the  taxpayer  establish  that  a  book  to  be  excluded  from 
income  "has  not  been  sold  and  will  not  be  sold." 
E.    Conclusion 

Because  the  sale-for-display  practice  prevails  among 
publishers  and  distributors  of  mass  market  paperbacks  and 
the  marketing  arrangements  in  that  segment  of  the  industry 
are  in  all  relevant  respects  similar  to  the  methods  used  by 
periodicals  publishers  and  distributors,  the  Association  of 
American  Publishers  urges  that  the  mass  market  paperback  industry 
be  permitted  to  adopt  the  more  realistic  accounting  rules  provided 
in  H.  R.  5161.   Their  exclusion  would  result  in  discriminatory 
treatment  of  taxpayers  which  are  similarly  situated. 

IV.   REVENUE  EFFECT 

Based  on  the  recent  AAP  survey  of  members  of  the 

Mass  Market  Paperback  Division  and  the  1975  amended  Industry 

Sales  Statistics  (adjusted  for  1976  sales) ,  it  is  estimated 

that  the  extension  of  the  provisions  of  H.  R.  5161  to  mass 

market  paperback  publishers  --  assuming  they  all  make  the 

election  —  will  result  in  a  one-time  revenue  loss  of  $16 

5/ 
million,  spread  evenly  over  a  10-year  period. 

.   V.   SUGGESTED  AMENDATORY  LANGUAGE 
The  change  in  H.  R.  5161  proposed  by  the  Association 
of  American  Publishers  can  be  accomplished  by  including  specific 


5/    The  House  Report  indicates  that  the  adjustment  in  the 
transition  year  is  to  be  spread  over  a  ten-year  period. 
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references  to  "mass  market  paperback  books"  in  paragraphs 
(1) ,  (2)  and  (3)(B),  of  the  bill  as  approved  by  the  House  of 
Representatives.   These  changes  are  reflected  in  the  proposed 
revision  of  H.  R.  5161  which  is  attached  to  this  memorandum. 
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[Language  to  be  added 

is  underscored;  language      Attachment 
to  be  deleted  is  indi- 
cated in  brackets.] 

Proposed  Amendment  to  H.  R.  5161 


(e)   SPECIAL  RULE  FOR  CERTAIN  PUBLICATIONS  WHICH 
ARE  RETURNED. — 

(1)  IN  GENERAL.--  In  the  case  of  sales  of  magazines^ 
[or]  other  periodicals  or  mass  market  paperback  books 
for  display  purposes,  a  taxpayer  who  is  on  an  accrual 
method  of  accounting  may  elect  not  to  include  in  gross 
income  for  the  taxable  year  the  income  attributable 

to  the  sale  of  any  magazine^  [or]  other  periodical  or 
mass  market  paperback  book  which  is  returned  not  later 
than  the  15th  day  of  the  third  month  after  the  close  of 
the  taxable  year  (or  with  respect  to  which  the  taxpayer 
otherwise  establishes  in  the  manner  provided  by  regu- 
lations prescribed  by  the  Secretary  or  his  delegate  that 
the  periodical  has  not  been  sold  and  will  not  be  sold) . 

(2)  SALES  FOR  DISPLAY  PURPOSES  DEFINED. —  For  purposes 
of  this  subsection,  a  sale  is  for  display  purposes  if 
such  sale  is  made  in  order  to  permit  an  adequate  display 
of  the  magazine^  [or]  other  periodical  or,  mass  market 
paperback  book  and  if  at  the  time  of  sale  the  taxpayer 
has  a  legal  obligation  to  accept  returns  of  such  magazine, 
[or]  other  periodical  or  mass  market  paperback  book. 

(3)  DISPLAY  SALES  TO  WHICH  SUBSECTION  APPLIED. — 

(A)  ELECTION  OF  BENEFITS. —   This  subsection  shall 
apply  to  sales  for  display  purposes  if  and  only  if 
the  taxpayer  makes  an  election  under  this  subsection 
with  respect  to  the  trade  or  business  in  connection 
with  which  such  sales  are  made.   An  election  under 
this  subsection  may  be  made  only  with  respect  to  a 
taxable  year  beginning  after  December  31,  1975, 

and  may  be  made  only  with  the  consent  of  the 
Secretary  or  his  delegate.   The  election  shall  be 
made  at  such  time  and  in  such  manner  as  the 
Secretary  or  his  delegate  may  by  regulations 
prescribe. 

(B)  SCOPE  OF  ELECTION.--   An  election  made  under 
this  subsection  shall  apply  to  all  sales  of  maga- 
zinesL  [and]  other  periodicals  and  mass  market 
paperback  books  made  for  display  purposes  in 
connection  with  the  trade;  or  business  with  respect 
to  which  the  taxpayer  has  made  the  election.   An 
election  made  under  this  subsection  shall  not  apply 
to  any  sales  made  for  display  purposes  before  the 
first  taxable  year  for  which  the  election  is  made. 
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(C)  PERIOD  TO  WHICH  ELECTION  APPLIES.--   An 
election  under  this  subsection  shall  be  effective 
for  the  taxable  year  with  respect  to  which  it  is 
made  and  for  all  subsequent  taxable  years,  unless 
the  taxpayer  secures  the  consent  of  the  Secretary 
or  his  delegate  to  the  revocation  of  such  election. 

(D)  TREATMENT  AS  METHOD  OF  ACCOUNTING. —   For 
purposes  of  this  title,  the  computation  of  taxable 
income  under  an  election  made  under  this  subsection 
shall  be  treated  as  a  method  of  accounting. 
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SUMMARY 

It  is  standard  business  practice  in  the  sound 
recording  industry  for  distributors  and  manufacturers  to  sell 
records  and  tapes  with  a  guaranteed  right  of  returning  unsold 
copies.   Where  sound  recordings  sold  in  a  given  tax  year  are 
not  returned  before  the  end  of  that  year,  but  are  expected  to 
be  returned  during  the  following  year,  Generally  Accepted 
Accounting  Principles  require  that  an  accrual  method  taxpayer 
reduce  its  current  income  by  the  amount  of  the  estimated 
future  returns.   This  principle  is  designed  to  insure  that 
income  is  not  artificially  inflated. 

By  contrast,  the  IRS  permits  the  accrual  method 
taxpayer  to  exclude  from  income  only  the  revenues  attributable 
to  returns  actually  received,  regardless  of  the  likelihood  of 
returns  during  the  following  year.   This  is  so  even  when  the 
purchaser  has  bought  an  excess  supply  of  sound  recordings  for 
display  purposes,  with  a  guaranteed  right  of  return,  and  where 
there  is  no  expectation  by  the  parties  that  all  of  the 
products  will  ultimately  be  resold  to  consumers.   The  result 
is  a  distortion  of  income  for  federal  tax  purposes. 

H.R.  5161  is  designed  to  remedy  an  identical 
distortion  of  income  problem  for  magazine  distributors  and 
publishers.   It  would  permit  the  accrual  method  seller  of 
periodicals  to  exclude  from  income  amounts  attributable  to 
sales  for  display  purposes,  where  the  products  are  returned 
to  the  vendor  within  2-1/2  months  after  the  close  of  the  tax 
year  in  which  the  sales  were  made.   The  bill  is  equitable,  has 
little  revenue  impact,  and  can  readily  be  administered  by  the 
IRS. 

The  merchandising  of  sound  recordings  is  closely 
parallel  to,  if  not  identical  with,  that  of  periodicals.   Both 
industries  sell  their  products  with  a  guaranteed  right  of 
return,  and  both  experience  a  high  percentage  of  returns. 
Abrupt  declines  in  sales  occur  frequently  in  both  businesses. 
Demand  for  the  product  is  transient,  for  its  life  cycle  is 
brief,  and  consumer  demand  typically  cannot  be  restimulated 
by  price  decreases.   Thus,  the  products,  once  returned, 
usually  have  little  more  than  scrap  value. 

It  is  therefore  inequitable  to  bar  members  of  the 
sound  recording  industry  from  reducing  their  income  for  tax 
purposes  when  they  are  required  to  do  so  for  financial 
accounting  purposes.   For  smaller  companies,  the  adverse 
impact  on  cash  flow  of  this  tax  accounting  rule  is  an  onerous 
burden  to  bear.   Yet  the  cost  to  the  federal  government  of 
curing  this  inequity  is  relatively  inconsequential  —  a  one- 
time deferral  of  approximately  $18  million.   Moreover,  if  the 


63 


Commissioner  of  the  IRS  were  to  elect  to  require  that  the 
impact  of  the  change  be  spread  over  10  years,  the  revenue  loss 
would  diminish  to  $1.8  million  annually  for  10  years. 

Because  the  sound  recording  industry  directly 
parallels  the  periodical  industry  in  every  relevant  regard, 
it  is  respectfully  urged  that  H.R.  5161  be  amended  as  proposed 
in  Appendix  A  to  encompass  the  sound  recording  industry. 
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STATEMENT 

Mr.  Chairman  and  Members  of  the  Committee: 

We  are  grateful  for  the  opportunity  to  submit  this 
Statement  on  behalf  of  the  National  Association  of  Recording 
Merchandisers  (NARM)  and  the  Recording  Industry  Association 
of  America  (RIAA).   NARM  is  a  trade  association  which 
represents  the  merchandising  segment  of  the  sound  recording 
industry.   Among  its  membership  are  retailers,  distributors 
(wholesalers)  and  "rack-jobbers"  (which  supply  display  racks 
and  stock  them  with  current  sound  recordings,  primarily  for 
department  stores).   RIAA  is  a  trade  association  which 
represents  the  manufacturing  segment  of  the  business.   Its 
members  create  and  market  about  85  percent  of  the  recorded 
music  and  dramatic  works  sold  in  the  United  States. 

H.R.  5161  would  permit  magazine  distributors  and 
publishers  to  exclude  from  gross  income  sales  of  periodicals 
returned  within  2  1/2  months  after  the  close  of  their  taxable 
year.   We  urge  that  it  be  amended  as  proposed  in  Appendix  A 
to  encompass  distributors  and  manufacturers  of  sound 
recordings.   Such  an  amendment  would  reduce  the  distortion  of 
income  for  federal  tax  purposes  that  exists  under  current  law. 


65 


A.   Present  Law 

Under  existing  law,  taxpayers  using  the  accrual  method 
of  accounting  must  include  in  income  gross  revenues  from  sales 
during  the  taxable  year.   Revenues  are  considered  earned  when 
all  of  the  events  fixing  the  right  to  receive  those  revenues 
have  occurred,  and  the  amounts  can  be  determined  with 
reasonable  accuracy.   The  determination  of  when  these  factors 
warrant  the  inclusion  of  such  earnings  in  income  is  required 
to  be  based  on  accounting  methods  approved  by  the  Internal 
Revenue  Service.   In  most  instances,  the  approved  methods 
accord  with  Generally  Accepted  Accounted  Principles. 

One  instance,  however,  in  which  tax  accounting  differs 
from  Generally  Accepted  Accounting  Principles  is  where 
products  are  sold  by  an  accrual  method  taxpayer  with  a 
guaranteed  right  of  return.   It  is  standard  business  practice 
in  the  sound  recording  industry  for  records  and  tapes  to  be 
sold  with  such  a  return  privilege.   When  it  is  known  that  a 
statistically  ascertainable  percentage  of  sold  products  will 
be  returned  in  future  years,  Generally  Accepted  Accounting 
Principles  require  maintenance  of  a  reserve  account  for 
returns  so  that  income  for  the  year  in  which  the  sales  occur 
will  not  be  artificially  inflated.   By  contrast,  the  IRS  does 
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not  permit  deductions  based  on  estimates  of  such  future 
returns  for  tax  accounting  purposes,  even  though  such 
estimates  accord  with  business  reality.   Quite  recently,  this 
rule  was  held  applicable  to  a  member  of  the  sound  recording 
industry.   See  Ertegun  v.  Commissioner ,  531  F.2d  1156  (2d  Cir. 
1976). 

Thus,  even  though  it  is  understood  that  the  purchaser 
is  buying  an  excess  supply  of  sound  recordings,  and  that  a 
reasonably  predictable  percentage  of  them  will  be  returned  in 
the  following  year,  tax  accounting  does  not  now  permit  an 
offset  in  the  year  in  which  the  sound  recordings  were  sold. 
The  result  is  a  distortion  of  income  for  federal  tax  purposes. 

B.   Explanation  of  H.R.  5161 

H.R.  5161  is  designed  to  remedy  an  identical 
distortion  of  income  problem  for  magazine  distributors  and 
publishers.   Its  purpose  and  effect  is  to  more  properly 
reflect  the  income  of  members  of  the  periodical  industry  by 
reducing  the  impact  of  this  inequitable  and  unjustified 
aberration  from  Generally  Accepted  Accounting  Principles. 

The  bill  provides  that,  in  the  case  of  sales  of 
periodicals  for  "display  purposes,"  an  accrual  method  taxpayer 
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may  elect  not  to  include  in  gross  income  the  revenue 
attributable  to  the  sale  of  any  periodical  which  is  returned 
within  two-and-a-half  months  after  the  close  of  the  taxpayer's 
taxable  year.   A  sale  is  for  "display  purposes"  if  it  is  made 
in  order  to  permit  an  adequate  display  of  the  periodical  and, 
if  at  the  time  of  sale,  the  taxpayer  has  a  legal  obligation 
to  accept  returns  of  the  products. 

This  legislation  can  readily  be  administered  by  the 
IRS.   The  taxpayer's  election  is  subject  to  IRS  consent. 
Furthermore,  once  an  election  is  made,  it  is  effective 
prospectively  until  the  IRS  consents  to  its  revocation. 

C.   The  Provisions  Of  H.R.  5161  Should  Be  Extended 
To  The  Sound  Recording  Industry 

Like  periodical  vendors,  distributors  and 
manufacturers  of  records  and  tapes  sell  far  more  copies  of  a 
sound  recording  than  it  is  anticipated  will  ultimately  be 
resold  to  customers.   The  volatile  nature  of  the  recording 
industry,  in  which  the  artist  and  his  recorded  repertoire  rise 
and  fall  with  astonishing  rapidity,  underlies  the  need  for 
such  intentional  overstocking,  as  part  of  the  industry's  mass 
merchandising  and  advertising  techniques.   When  a  recording 
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is  released,  no  one  knows  whether  it  will  become  an  overnight 
sensation  or  a  dismal  failure.   But  retailers  must  be  provided 
with  an  adequate  supply  for  display  purposes  in  anticipation 
of  the  hoped-for  demand. 

In  light  of  this  merchandising  technique,  it  has 
become  standard,  industry-wide  practice  for  sound  recordings 
to  be  sold  for  resale  with  full  return  privileges.   And,  in 
fact,  the  percentage  of  records  returned  is  high.   A  1974 
survey  of  the  industry  by  the  Cambridge  Research  Institute 
disclosed  that  returns  on  all  records  averaged  21  percent  of 
gross  sales. 

It  is  apparent  that  the  merchandising  of  sound 
recordings  is  closely  parallel  to,  if  not  identical  with,  that 
of  periodicals.   Both  industries  sell  their  products  with  a 
guaranteed  right  of  return,  and  both  experience  a  high 
percentage  of  returns.   Abrupt  declines  in  sales  occur 
frequently  in  both  businesses,  such  as  when  radio  stations 
stop  playing  a  song  or  when  the  next  issue  of  a  magazine  is 
released.   Demand  for  the  product  is  transient,  for  the  life 
cycle  of  a  sound  recording,  like  a  magazine,  is  brief,  and 
consumer  demand  typically  cannot  be  restimulated  by  price 
decreases.   Thus  the  product,  once  returned,  usually  has 
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little  more  than  scrap  value;  the  vast  majority  of  sound 
recordings  returned  to  the  manufacturer  are  destroyed.   (The 
few  thought  to  have  any  market  appeal  are  redistributed  by  the 
manufacturer,  usually  with  physically  altered  covers,  at  a 
fraction  of  their  prior  cost.) 

In  spite  of  the  long-standing  and  well-documented  fact 
of  returns  in  the  business,  members  of  the  sound  recording 
industry  are  barred  from  reducing  their  income  for  tax 
purposes,  even  though  they  are  required  to  do  so  for  financial 
accounting  purposes.   The  result  is  an  unfair  distortion  of 
income  for  federal  tax  purposes.   In  some  cases,  this 
distortion  of  income  may  have  a  substantial  and  adverse  impact 
on  cash  flow,  particularly  on  the  smaller  manufacturers, 
distributors  and  rack  jobbers.   Thus,  the  sound  recording 
industry  is  in  essentially  the  same  situation  as  the 
publishers  and  distributors  of  periodicals,  and  should 
similarly  be  afforded  the  relief  provided  for  in  H.R.  5161. 

The  cost  to  the  federal  government  of  correcting  this 
inequity  is  relatively  inconsequential  —  a  one-time  deferral 
of  approximately  $18  million.   Moreover,  since  the  procedure 
described  in  H.R.  5161  constitutes  a  change  in  accounting 
method,  it  is  reasonable  to  assume,  as  suggested  in  the  House 
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Committee  Report,  that  the  IRS  will  require  the  resulting 
adjustments  to  be  spread  over  a  10-year  period.   Thus,  the 
revenue  loss  may  diminish  to  $1.8  million  annually,  for  10 
years. 

D.   Conclusion 

In  conclusion,  it  is  respectfully  urged  that  the 
benefits  of  H.R.  5161  be  extended  to  the  sound  recording 
industry,  because  its  marketing  practices  directly  parallel 
those  in  the  periodical  business  and  because  it  suffers 
similar  distortions  of  tax  income.   Such  legislation  will  help 
to  eliminate  the  inequity  and  cash  flow  problems  of  income 
distortion,  and  yet  will  have  a  relatively  small  revenue 
impact. 
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Appendix  A 

The  following  amendment  to  H.R.  5161  is  suggested  to 
extend  to  sound  recordings  the  proposed  rule  for  the  inclusion 
in  income  of  magazine  sales  for  display  purposes. 

Amend  H.R.  5161  as  follows: 

On  page  1,  line  7,  after  "Magazines,"  insert 

—  or  sound  recordings  -- 

On  page  1,  line  9,  after  "of,"  insert 

—  sound  recordings  or  — 

On  page  2,  line  3,  after  "any,"  insert 
und  recordings  or  — 


so 


On  page  2,  line  9,  before  "periodical"  insert 
sound  recording  or  -- 

On  page  2,  line  13,  after  "the"  (first 
occurrence)  insert 
sound  recording  or  — 

On  page  2,  line  15,  after  "such,"  insert 
sound  recording  or  — 

On  page  3,  line  6,  after  "of"  insert 
sound  recordings  or  — 
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STATEMENT  IN  SUPPORT  OF  H.R.  8283 

My  name  is  Arthur  H.  Silverman.   I  am  Washington  Counsel  for  Wine  Institute, 
the  trade  association  of  the  California  wine  and  brandy  industry.   However,  I 
speak  for  the  entire  domestic  wine  industry  in  urging  the  passage  of  H.R.  8283. 

An  important  segment  of  the  wine  industry  is  composed  of  special  natural  wines, 
such  as  vermouth,  sangria,  and  other  flavored  wines,  which  are  produced  on  bonded 
wine  cellar  premises.  The  Internal  Revenue  Code  provides  that  natural  flavors 
must  be  used  in  the  production  of  special  natural  wines.   For  many  years,  the 
Bureau  of  Alcohol,  Tobacco  and  Firearms  and  its  predecessors  have  recognized 
that  said  statute  permitted  the  use  of  trace  quantities  of  other  flavors  in  order 
to  replace  the  effect  of  flavor  lost  in  the  processing  of  fruits.  Although  the 
quantity  of  such  flavoring  has  consisted  of  less  than  1/10  of  one  percent  of 
the  flavoring  material,  its  use  is  essential  in  most  such  wines  in  order  that 
the  finished  flavor  have  the  characteristic  taste  of  the  fresh  fruit  from  which 
the  flavor  is  made,  i.e.,  that  a  strawberry  flavor  tastes  like  a  fresh  strawberry. 

Trace  amounts  of  other  flavorings  in  alcoholic  beverages  have  been  used  in  Europe 
and  other  foreign  countries  over  a  long  period  of  time,  and  in  most  cases,  in 
greater  quantities  than  the  trace  amounts  American  producers  use.   It  is  the 
worldwide  consensus  of  opinion  of  winemakers,  enologists,  and  flavor  manufacturers 
that  a  satisfactory  flavor,  for  use  in  most  flavored  wines,  is  difficult,  if  not 
impossible,  to  produce  without  the  addition  of  these  trace  amounts  of  other  flavorings. 

The  provision  of  the  Internal  Revenue  Code  which  we  are  seeking  to  amend, 

26  USC  5386(a),  does  not  apply  to  wines  produced  in  other  countries.   It  applies 

only  to  wines  produced  in  the  United  States. 

26  USC  5386(a)  deals  only  with  the  production  of  special  natural  wine  on  bonded 

wine  cellar  premises.   It  does  not  concern  itself  in  any  way  with  the  labeling  of  wine. 
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However,  a  recent  change  in  the  regulations  for  the  food  industry  by  the 
Food  and  Drug  Administration,  21  CFR  1.12,  effective  June  30,  1975, 
established  a  highly  restrictive  definition  of  the  term  "natural  flavor". 
Since  the  manufacture  and  distribution  of  flavoring  materials  falls  within 
the  jurisdiction  of  these  FDA  regulations,  flavor  manufacturers  are  required 
to  state  on  the  containers  of  flavors  shipped  to  their  customers  that  any 
flavor,  even  though  it  contained  less  than  1/10  of  one  percent  of  other 
flavorings,  would  have  to  be  labeled  as  a  "natural  and  artificial"  flavor. 

The  significance  of  the  Food  and  Drug  requirement  dealing  with  labeling  is 
that  the  American  wine  producer,  unlike  the  producer  of  similar  foreign 
products,  cannot  continue  to  produce  on  bonded  wine  cellar  premises  vermouth, 
sangria,  and  other  flavored  wines  of  the  quality  to  which  its  customers  have 
become  accustomed.   Flavored  wine  producers  would  be  forced  to  establish  a 
distilled  spirits  plant  at  great  cost  and  pay  an  additional  rectification 
tax  of  thirty  cents  per  proof  gallon,  in  addition  to  the  applicable  wine  tax, 
with  the  resultant  higher  cost  to  the  consumer.   However,  foreign  producers 
would  not  be  confronted  with  these  problems  and  would  continue  to  pay  only  the 
applicable  wine  tax  even  though  their  product  may  contain   greater  quantities 
of  other  flavorings. 

BATF,  because  of  its  long  history  of  recognizing  the  high  quality  of  these 
products,  is  cognizant  of  the  plight  of  the  American  wine  industry  and  has 
agreed  to  language  that  would  amend  26  USC  5386(a)  to  continue  to  permit  trace 
amounts  of  other  flavorings  in  the  production  of  special  natural  wines  on 
bonded  wine  cellar  premises. 

The  Department  of  the  Treasury  has  interposed  no  objection  to  the  enactment 
of  this  legislation,  which  is  intended  to  permit  the  continuation  of  the 
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production  of  special  natural  wines  on  bonded  wine  cellar  premises.   Said 
legislation  is  not  intended  to  be  determinative  as  to  how  these  products 
will  be  labeled. 

In  fact,  we  know  of  no  objection  to  the  enactment  of  this  legislation. 
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STATEMENT  OF  DONALD  STEVENS 

VICE  PRESIDENT,  JEWEL  COMPANY 

OF  AMERICA,  25  HOLDEN  ST.,  PROVIDENCE 

RHODE  ISLAND   02908,  IN  SUPPORT  OF 

H.R.  8656 

AT  HEARINGS  BEFORE  THE 

SENATE  FINANCE  COMMITTEE 


Outline  of  Mr.  Steven's  Remarks  on 
Behalf  of  the  Jewel  Company  of  America 
in  Favor  of  Enactment  of  H.R.  8656 


I.   H.R.  8656  should  be  enacted  because: 

(a)  it  will  remove  an  anomaly  in  the  U.  S. 
Tariff  Schedules  which  discourages  the  use 
of  American  labor  in  the  linking  of  crystal 
used  for  chandeliers; 

(b)  the  duty-free  entry  of  loose  glass 
prisms-  would  create  an  incentive  to  estab- 
lish a  competitive  U.  S.  chandelier  indus- 
try and  would  create  new  jobs  for  U.  S. 
workers . 

II.   Brief  outline  of  U.  S.  chandelier  industry. 

A.  Glass  prisms  for  chandeliers  have  never 
been  a  U.  S.  made  product. 

B.  Relevant  import  statistics  for  the  years 
1973-75  of  items  in  TSUSA  Nos .  545.5700  and 
653.3720. 
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III.   Reasons  for  absence  of  a  U.  S.  chandelier  industry. 

A.  Modes  of  production  and  lower  wage  levels 
in  European  countries. 

B.  The  anomalous  U.  S.  tariff  structure  with 
built-in  disincentives. 

C.  Present  loophole  in  the  Tariff  Schedules. 

D.  Canadian  decision  to  give  loose  glass  prisms 
a  duty-free  preference. 

IV.   H.R.  8656  will  create  new  jobs  for  U.  S.  workers 
and  a  U.  S.  chandelier  industry. 

A.  Duty-free  entry  will  not  adversely  affect 
any  domestic  industry  or  its  workers. 

B.  Immediate  creation  of  jobs  for  linking 
operations  in  U.  S. 

C.  Creation  and  expansion  of  U.  S.  production 
of  chandelier  frames  and  new  jobs  associated 
therewith. 

D.  Available  domestic  labor-intensive  tech- 
nology could  be  immediately  employed  in  linking 
operations. 

E.  U.  S.  manufacturers  would  become  increasingly 
competitive  against  imports. 

F.  Increased  sales  of  domestic  chandeliers 
could  result  in  reduced  costs  of  U.  S.  chan- 
deliers to  American  consumers. 

V.   The  Departments  of  Treasury,  State,  Commerce  and 
Labor,  together  with  the  AFL-CIO,  have  all  ex- 
pressed support  for  H.R.  8656. 
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STATEMENT  OF  DONALD  STEVENS,  VICE  PRESIDENT 
OF  THE  JEWEL  COMPANY  OF  AMERICA,  INC. 


My  name  is  Donald  Stevens.   I  am  Vice  President  of 
the  Jewel  Company  of  America,  Inc.,  which  is  located  in 
Providence,  Rhode  Island.   Our  company  is  a  major  importer 
and  user  of  loose  glass  prisms. 

I  appreciate  this  opportunity  to  testify  in  support 
of  the  enactment  of  H.R.  8656,  the  bill  to  amend  the  Tariff 
Schedules  of  the  United  States  to  provide  for  the  duty-free 
entry  of  loose  glass  prisms  used  in  chandeliers.   I  support 
this  bill  because  it  will  remove  an  existing  anomaly  in 
the  Tariff  Schedules  which  presently  discourages  the 
employment  of  American  labor  in  the  production  of  chan- 
deliers.  The  bill  would  provide  the  necessary  economic 
incentive  to  .establish  a  U.  S.  based  chandelier  industry 
and  thereby  create  new  employment  opportunities  for  U.  S. 
workers  at  a  time  when  wide-spread  unemployment  is  of 
vital  concern  to  us  all.   Before  addressing  our  specific 
reasons  for  supporting  this  legislation,  I  will  outline 
briefly  the  state  of  the  U.  S.  chandelier  industry. 
I.   THE  U.  S.  CHANDELIER  INDUSTRY 

Crystal  chandeliers,  over  the  years,  have  been 
very  popular  in  the  United  States,  not  only  for  residential 
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but  for  commercial  use.   Glass  prisms  for  chandeliers  have 
never  been  an  American  made  product.   They  have  been 
imported  primarily  from  Austria,  Germany,  Italy,  Japan 
and  Czechoslovakia,  the  traditional  centers  for  the  pro- 
duction of  crystal.   American  manufacturers  import  linked-up 
(assembled)  rather  than  loose  crystal  for  use  in  chandeliers. 
The  great  majority  of  chandelier  frames,  however,  are  im- 
ported since  most  frames  used  with  crystal  are  of  cast  bronze 
or  brass,  also  a  specialty  of  European  craftsmanship  and 
technology.   Available  statistics  attest  to  the  outflow  of 
U.S.  dollars  for  the  import  of  these  items. 

For  example,  combined  U.S.  imports  of  loose  and 
linked-up  glass  prisms  and  finished  chandeliers  in  chief 
value  of  crystal  glass  amounted  to  approximately  12  million 
dollars  in  1973,  11  million  dollars  in  1974  and  7  million 
dollars  in  1975   (TSUSA  No.  545.5700) .   Loose  glass  prisms 
account  for  a  very  small  proportion  of  these  imports,  the 
balance  representing  linked-up  ornaments  and  finished  chan- 
deliers.  In  addition,  imports  of  chandeliers  and  lighting 


V  The  low  1975  figure  reflects  the  general  decline  in  U.S. 
imports  in  1975. 
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fixtures  designed  for  permanent  indoor  installation  in  chief 

value  of  brass,  many  of  which  employ  glass  prisms,  amounted 

to  approximately  12  million  dollars  in  1974  and  7  million 

dollars  in  1975  (TSUSA  No.  653.3720). 

II.   REASONS  FOR  THE  ABSENCE  OF  A  U.  S.  CRYSTAL 
CHANDELIER  INDUSTRY 

The  fundamental  reasons  for  the  lack  of  the 
development  of  a  U.  S.  based  chandelier  industry,  apart  from 
the  obvious  fact  that  crystal  ornaments  are  not  produced  here, 
are  (1)  traditionally  lower  wage  levels  in  European  countries 
and,  in  particular,  (2)  the  current  U.  S.  duty  structure 
which  has  a  built-in  disincentive  for  U.  S.  concerns  to 
undertake  domestic  linking  of  glass  prisms  for  chandeliers. 
A.   The  European  Situation 

Since  Western  and  Eastern  Europe  have  been  the 
major  production  centers  of  crystal  prisms,  a  whole  industry 
was  opened  to  jobbers  or  manipulators  of  crystal  who,  very 
economically,  through  the  use  primarily  of  many  home 
workers,  housewives,  children,  etc.,  were  able  to  furnish 
linked  crystal  chains  of  varying  lengths  to  U.  S.  importers 
and  manufacturers,  thereby  reaping  substantial  profits  and 
work  for  their  communities.   Because  of  higher  labor  costs 
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and  the  fact  that  such  homework  is  effectively  precluded  by 
widespread  collective  bargaining  agreements  in  the  United 
States,  American  chandelier  manufacturers  never  became  in- 
volved in  the  pinning  or  linking  of  glass  prisms.   Since  the 
wages  of  U.S.  workers  continue  to  be  higher  than  those  paid 
by  the  European  jobbers,  who  farm  out  their  work  to  home- 
workers,  American  chandelier  manufacturers  still  remain  in  a 
non-competitive  position  vis-a-vis  European  final-pinned 
crystal. 

B.   The  Anomalous  U.S.  Tariff  Structure 

There  is  little  doubt  that  the  current  U.S. 
duty  structure  applicable  to  loose  glass  prisms  is  the  chief 
obstacle  to  the  establishment  of  a  domestic  chandelier  in- 
dustry.  At  the  present  time,  the  duty  rate  on  loose  prisms 
is  exactly  the  same  as  that  for  linked-up  (assembled)  orna- 
ments.  Under  TSUS  No.  545.57,  both  items  are  subject  to 
a  12%  ad  valorem  duty.   Since  a  great  deal  of  the  work  of 
linking  glass  prisms,  as  previously  noted,  is  done  in  European 
countries  with  low-labor  cost,  homework  operations,  there 
clearly  is  no  price  advantage  to  U.S.  concerns  to  utilize 
an  American  linked  article. 

The  net  result  of  this  anomaly  has  been  a  complete 
lack  of  enthusiasm  by  the  lighting  industry  to  develop  a 
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competitive  American  industry.   Moreover,  the  same  12%  duty 
rate  is  also  applicable  to  a  completely  finished  chandelier, 
fully  assembled  and  trimmed  with  glass  ornaments,  where  the 
chief  value  of  the  finished  chandelier  consists  of  glass. 

However,  for  chandelier  parts  or  even  finished  chan- 
deliers, fully  assembled  and  trimmed  with  glass  ornaments, 
where  the  main  value  consists  of  metal,  for  instance,  a  brass 
frame,  the  duty  rate  under  TSUS  No.  653.37  is  only  9.5%  ad 
valorem. 

It  is  not  surprising,  therefore,  that  most  of  the  major 
chandelier  distributors  in  America  are  not  interested  in 
developing  chandeliers  of  their  own  design  for  manufacture  in 
this  country  since  they  can  take  advantage  of  this  "loophole" 
in  the  Tariff  Schedules  which  permits  the  importation  of  a 
completely  finished  chandelier  at  an  extremely  favorable 
duty  rate.   The  dollar  value  of  imports  of  finished  chan- 
deliers, in  chief  value  of  brass,  as  noted  on  page  3,  bespeaks 
of  the  attractiveness  of  this  loophole  to  American  importers. 

I  would  like  to  point  out  that  a  similar  anomaly  was 
also  present  in  Canada's  tariff  structure.   After  a  complete 
review  of  its  duty  rates,  the  Canadian  Government  in  1973 
decided  to  permit  loose  glass  prisms  a  duty-free  preference 
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until  October  31,  1974  in  order  to  encourage  the  manufacture 
of  finished  chandeliers  in  Canada.   This  preference  was 

renewed  for  an  additional  year,  and  on  October  31,  1975,  was 

V 

extended  once  again. 

It  is  clear  that  unless  and  until  the  present  12%  U.  S 

duty  rate  is  completely  eliminated  on  loose  glass  prisms, 

there  will  be  no  incentive  for  U.  S.  companies  to  start  up 

linking  operations  and  begin  the  manufacture  of  chandeliers 

utilizing  these  items. 

III.   H.R.  8656  WILL  CREATE  NEW  JOBS  FOR  AMERICAN 
WORKERS  AND  A  U.  S.  CHANDELIER  INDUSTRY 

The  elimination  of  the  existing  duty  rate  on  loose 
glass  prisms,  by  vitiating  the  present  anomaly  in  the  U.  S. 
Tariff  Schedules,  will  result  in  the  immediate  creation  of 
new  jobs  for  American  workers  and  will  foster  the  beginnings 
of  a  competitive  domestic  crystal  chandelier  industry. 

I  want  to  emphasize  in  this  regard  that  duty  free 
entry  of  these  articles  will  not,  in  any  way,  adversely 
affect  any  domestic  industry  or  its  workers  for  the  simple 
reason  that  glass  prisms  used  in  chandeliers,  as  previously 
noted,  have  never  been  manufactured  in  America.   Thus,  the 
elimination  of  duty  on  these  prisms  can  only  inure  to  the 


V   See  appended  pages  of  Canada's  Customs  Tariff  "A",  item 
32675-1. 
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benefit  of  American  workers  and  manufacturers. 
A.   New  Opportunities  for  Workers 

The  elimination  of  import  duty  would  result  in  a 
.  'considerably  expanded  production  of  linked  crystal  by 
American  labor  and  thus  would  immediately  improve  our  com- 
petitive position.   Many  American  importers  and  manufacturers 
would  readily  shift  from  buying  completed  articles  from 
European  jobbers  and  begin  doing  their  own  assembly  and 
pinning  operations. 

By  setting  up  linking  operations/  a  substantial  por- 
tion of  which  is  presently  done  in  Europe,  in  the  United 
States,  we  estimate  that  initially  1,000  new  jobs  would  be 
created  for  U.  S.  workers.   For  example,  the  State  of  Rhode 
Island  and,  particularly,  the  Providence  area,  the  traditional 
center  of  the  American  jewelry  industry,  has  a  substantial 
number  of  presently  unemployed,  experienced  and  skilled  wor- 
kers who  could  be  immediately  employed  in  linking  operations 
for  the  production  of  assembled  ornaments  for  use  in  domestic 
chandeliers.   The  creation  of  new,  productive  jobs  in  this 
and  other  geographic  areas  of  the  country  attendant  with  the 
passage  of  this  bill  is  an  important  consideration  in  this 
period  of  widespread  unemployment. 
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B.   New  Opportunities  for  Industry 
The  duty  free  entry  of  glass  ornaments  also  will 
stimulate  the  creation  and  expansion  of  domestic  produc- 
tion facilities  for  chandelier  frames  made  of  cast  bronze, 
brass,  and  other  metals.   This  country  has  the  basic  tech- 
nical know-how,  designs,  and  assembly  methods  to  produce 
entire  lighting  fixture  lines  to  compete  with  finished  chan- 
deliers presently  imported  at  a  very  favorable  duty  rate. 

We  estimate,  that  in  addition  to  the  1, 000  jobs  as- 
sociated with  linking  activities,  another  2, 000  American 
workers  could  find  employment  in  new  or  expanded  domestic 
production  of  frames  and  finished  chandeliers. 

Moreover,  at  a  time  when  wide- spread  concern  has 
been  voiced  about  the  export  of  U.S.  technology  and  jobs 
to  lower  labor  cost  countries,  passage  of  this  bill  will 
enable  U.S.  firms  employing  U.S.  workers  to  utilize  domestic 
technology  to  produce  chandeliers  which  will  compete  with 
imported  ones  which  have  enjoyed  a  virtual  monopoly  in  the 
U.S.  market  by  default.   Further,  since  the  best  available 
technology  for  linking  operations  is  labor  intensive,  growing 
demand  for  assembled  ornaments  will  increase  the  need  for  and 
not  displace  American  workers  in  this  activity. 
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I  would  like  to  point  out  again  that  the  Canadian 
Government  has  waived  all  import  duty  on  loose  glass 
prisms  for  the  very  reasons  I  have  noted  —  to  give  Cana- 
dian importers  and  manufacturers  the  right  and  opportunity 
to  compete  with  foreign  imports. 

C.    Reduced  Costs  to  the  U.  S.  Consumer 
While  we  do  not  envision  that  the  cost  of  chan- 
deliers will  be  greatly  reduced  with  the  passage  of  the 
bill,  it  is  anticipated  that  the  resulting  savings  will 
enable  American  manufacturers  to  be  increasingly  com- 
petitive against  imports.   An  increased  volume  of  sales, 
however,  should  permit  a  lowering  of  profit  margins  which 
could  result  eventually  in  reduced  costs  of  domestic  made 
chandeliers  to  the  American  consumer.   These  savings  to 
the  consumer  would  be  matched  by  a  significant  increase 
in  the  use  of  American  as  opposed  to  European  labor  as 
demand  for  domestic  articles  increases. 

IV.   THE  GOVERNMENT  AGENCIES  AND  THE  AFL-CIO 
SUPPORT  H.R.  8656 

The  Departments  of  Treasury,  State,  Commerce,  and 

Labor  have  all  expressed  support  for  H.R.  8  6  56.   Thus, 

in  its  comments  on  the  bill  to  the  House  Ways  and  Means 

Committee,  the  Department  of  Commerce  noted: 
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"...  [E] limination  of  the  duty  on  loose  glass 
prisms  would  be  advantageous  in  helping  to  con- 
trol production  costs  and  would  place  the  domes- 
tic industry  in  a  better  position  to  compete 
with  foreign  manufacturers  in  supplying  crystal 
chandeliers  to  U.  S.  consumers." 

Similarly,  the  Department  of  State  observed  that  the 
bill  "would  end  the  tariff  cost  burden,  and,  in  so  doing, 
help  to  maintain  and  improve  domestic  production  and  em- 
ployment opportunities."   The  comments  of  the  Departments 
of  Labor  and  Treasury  were  to  the  same  effect. 

The  AFL-CIO  commented  to  the  Ways  and  Means  Com- 
mittee that  the  bill  "is  supported  by  the  glass  unions 
because  no  U.  S.  production  of  the  item  is  available,  and 
therefore  imports  create  jobs  at  this  time." 

We  are  aware  of  no  opposition  that  has  been  ex- 
pressed to  this  bill. 

*    *    * 

I  firmly  believe  that  the  present  anomaly  in  the 
U.  S.  Tariff  Schedules  must  be  eliminated  if  this  coun- 
try is  to  establish  a  domestic  chandelier  industry  and 
create  new  opportunities  for  U.  S.  workers  and  manufac- 
turers.  Accordingly,  for  the  reasons  stated  herein,  I 
urge  enactment  of  H.R.  8  656  in  order  to  accomplish  these 
objectives. 
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SCHEDULE  "A"  C-f  LSYV 


xavoYv^u^tcvo,}  luHi       G,oup  7 

^  Page  23 


Cm4>  S^ki.ei  >•  Dwiy  «n<j  F,..  Co«di 


32669-1 


32671 -I 


32675-1 


Reflectors  and  refractors  of  glass  designed  for  use  with  lighting 
fixtures,  not  further  manufactured  than  moulded,  when  of  a 
class  or  kind  not  made  in  Canada  and  imported  to  be  silvered, 
aluminized,    acid-etched    or    combined    with    a    spun    aluminum 

cover  in  Canada  

(Expires  February  28,  1975) 

Rectangles  of  glass,  in  single  sheets,  coated  with  a  transparent 
electrically  conductive  material,  whether  or  not  equipped  with 
bus   bars,' for  use   in  the  manufacture  of  doors  for  refrigerators 

and  freezers ; 

(Expires  June  30,  1975) 

Glass  pendants,  unstrung,  for  use  in  the  manufacture  of  trimmings 

for  lighting  fixtures  

(Expires  October  31,  1974) 

Spectacles;  eyeglasses,  and  ground  or  finished  .spectacle  or 
eyeglass  lenses,  n.o.p „ .-..;, 


5p.c. 


7Kp.c. 


From  February  20,  1973  to  February  19,  1974  . 


Shapes  of  glass  or  plastic  for  use  in  the  manufacture  of  spectacle 

and  eyeglass  lenses:... 

(Expires  October  31,  1974) 

Contact  lenses  and  anterior  chamber  implants  for  the  human  eye... 


Spectacle  and  eyeglass  frames  and  parts  thereof,  n.o.p. 


CATT. 


From  February  20,  1973  to  February  19,  1974  . 


17MP.< 
12Y,p., 


0  p.c 


15p.c 


12lAp.c 


WAp.c. 
12'/,p.c. 


12^p.c 


17^p.c. 
75  p.c. 
12%p.c. 


Parts,  unfinished,  for  the  manufacrurc  of  spectacle  and  eyeglass 
frames 


Parts,   unfinished,   for   use    in   the   manufacture   of  spectacle   and 

eyeglass  frames  

(Expires  October  31,  1974) 


End  of  Croup  7. 


10  p. 


30  p.c, 


30  p.c, 


30  p.c. 
30  p.c. 


22'^p.c. 


20  p.c, 


20  p. 


5  p.' 


5  p.c 


O.C.  13/7/71, 
D47-515.515-10 


O.C.  13/6/72. 
D47-5 15-6,51  5-1  4 


O.C,  4/10/73, 
D47-515-18 


4/6/69, 
D47-492 

20/2/73, 
D47-519 


.O.C.  4/10/73, 
D47-515-18 

16/6/58, 
D47-410 

19/5/48, 

D47-253 
30/6/56, 

D48-28-32 
20/2/73, 

D47-519 


26/2/37, 
D47-2 


O.C.  4/10/73, 
D47-515-18 


Revised  October  4.  1973 
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Croup  7 
Page  30 


c>t  Ca.Y\C.CUav\  Customs  I  a-n^. 


32669- 


Refleccocs  and  refraccors  of  glass  designed  for  use  wich 
lighting  fixtures,  not  further  manufactured  than  moulded, 
when  of  a  class  or  kind  not  made  in  Canada  and 
imported    to    be    silvered,    aluminized,    acid-etched    or 

combined  with  a  spun  aluminum  cover  in  Canada 

(Expires  February  28,  1977) 


32671-1 


G.P.T.  rate  from  1/7/74  Co  30/6/84 


Expired,  30/6/75,  D47-5 15-14. 


lOp.c. 


Glass   pendants,   unstrung,   for   use    in  the   manufacture  of 

trimmings  for  lighting  fixtures 

(Expires  October  31,   1976) 


from  1/7/74  to  30/6/84 


Hollow   spheres   of   glass,   20    to 

for  use  in  the  manufacture  of  explosive; 

(Expires  June  30,  1977) 


crons    in  diameter. 


<S) 


cS> 


30  p.c. 


!     Fr 


from  1/7/74  to  30/6/84 


Spectacles;  eyeglasses,  and  ground  or  finished  spectacle 
or  eyeglass  lenses,  n.o.p 


From  November  19,  1974  to  June  30,  1976. 
G.P.T.  rate  from  1/7/74  to  30/6/84 


17'Ap.c. 

nVxp.c. 


22/j  p.c. 


17^p.c 
!2'Ap.c 


30  p.c. 
30  p.c. 


WAp.c. 


O.C.  13/7/71, 
D47-515, 515-29 


1/7/74, 
D47-518-1 


O.C.  4/10/73, 
D47-515-18.26 


1/7/74, 

D47-518-1 


O.C.  27/6/74, 
D47-515-24.515-32 


1/7/74, 
D47-518-1 


4/6/69, 

D47-492 

19/11/74, 

D47-S2S 

1/7/74, 

D47-518-1 
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STATEMENT  OF  ALEN  S.  YORK 

on  Behalf  of 

NEW  YORK  FOAM  SALES  CO. 

before 

U.S.  SENATE  COMMITTEE  ON  FINANCE 

August  24,  1976 

Mr.  Chairman,  members  of  the  Committee,  my  name  is 
Alen  S.  York.   I  am  the  President  of  New  York  Foam  Sales  Co. 

I  appreciate  the  opportunity  given  me  to  present  the  views 
of  my  firm  with  regard  to  House  passed  HR  11605,  a  Bill  to  suspend 
for  a  three  year  period  the  rate  of  duty  on  mattress  blanks  of 
rubber  latex. 

HR  11605  would  temporarily  suspend,  for  a  period  of  three 
years ,  the  157»  import  tariff  on  latex  foam  buns  used  in  the  manu- 
facture of  latex  foam  bed  pillows  and  mattresses  manufactured  and 
sold  in  the  United  States.  We  feel  that  this  would  be  beneficial 
to  the  consumer  from  a  cost  and  availability  standpoint  while 
causing  absolutely  no  disruption  to  American  industry. 

To  review  the  reason  for  this  legislation,  let  me  go  back 
to  March  of  1975.   At  that  time,  there  existed  only  one  firm  in 
the  United  States  producing  latex  foam  buns  —  Sponge  Rubber 
Products  Co.  of  Shelton,  Conn.   This  firm  had  purchased  the  sole 
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latex  foam  manufacturing  facility  from  the  B.  F.  Goodrich  Co. 
Then  it  happened!   On  a  Saturday  night  in  March  of  1975,  someone 
blew  up  the  plant.   Result:   an  end  to  all  production  of  latex 
foam  in  the  United  States. 

During  the  last  year  much  talk  has  occurred  concerning 
the  rebuilding  of  this  manufacturing  facility.   Thousands  of 
Connecticut  residents  were  put  out  of  work  in  an  already  depressed 
labor  market.   In  the  meantime,  because  of  contractural  agree- 
ments and  consumer  demand,  the  manufacturers  of  finished  latex 
foam  products  had  to  look  elsewhere  for  a  continued  source  of 
supply.   The  only  practical  source  was  in  Canada. 

This  posed  a  significant  problem:   import  tariffs  of  157, 

i 
ad  valorem.   This  tariff  caused  much  disruption  resulting  in 

contracts  being  cancelled  and  a  declining  consumer  demand  due 

to  lack  of  availability.   The  tariff,  by  design,  was  enacted  to 

protect  a  domestic  industry.   Unfortunately,  that  domestic 

industry  no  longer  exists  and, therefore,  the  tariff  should  be 

eliminated. 

The  domestic  manufacturers  of  finished  latex  foam  products 

would  be  delighted  to  see  another  domestic  source  created  --  be  it 

a  rebuilding  of  the  Shelton,  Connecticut  facility  or  elsewhere. 

Due  to  this  fact  we  have  asked  that  the  import  tariff 'of  157o  be 

suspended  for  a  period  of  three  years  rather  than  be  eliminated 
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entirely.   We  want  a  domestic  source,  but  we  haven't  seen  any 
positive  effort  being  made  in  this  direction.   In  the  meantime, 
we  must  survive  as  a  viable  product  classification. 

As  I  mentioned,  HR  11605  was  introduced  in  the  House 
of  Representatives  to  eliminate  the  157o  ad  valorem  tariff  for 
a  period  of  three  years.   Following  favorable  responses  from  all 
Executive  Agencies  contacted  by  the  House  Ways  and  Means  Committee, 
hearings  before  its  Trade  Subcommittee,  and  favorable  reporting 
of  the  Bill  by  the  full  House  Ways  and  Means  Committee,  the  House 
of  Representatives  passed  HR  11605  on  May  17,  1976. 

With  this  background  presented,  I  now  ask  that  this 
august  Committee  consider  and  report  favorably  HR  11605  to  the 
full  Senate  of  the  United  States.   Only  by  your  affirmative  action 
can  this  product  classification  be  preserved  for  the  American 
consumer.   The  effect  of  the  present  situation  has  had  a  devasta- 
ting effect  on  our  firm  and  its  labor  force  as  well  as  many  other 
firms  producing  finished  latex  foam  filled  products  and  their 
employees  throughout  the  United  States.   Your  speedy  consideration 
will  be  appreciated  by  all. 

Thank  you  for  allowing  me  to  present  my  views  here  today. 


75-946  O  -  76  -  7 


94 


-  4 


SUMMARY 

The  total  U.S.  production  of  latex  foam  mattress  and 
pillows  buns  was  eliminated  by  a  bombing  in  March,  1975.   Manu- 
facturers of  finished  products  using  latex  foam  mattress  and 
pillow  buns  now  must  seek  the  aforementioned  buns  from  sources 
outside  the  United  States.   The  current  import  tariff  on  the 
affected  imports,   found  in  classisification  No.  727.86  of  the 
TSUSA  is  15%  ad  valorem  for  Column  I  countries. 

As  there  is  presently  no  production  of  latex  foam 
mattress  and  pillow  buns  in  the  United  States,  the  15%  ad  valorem 
tariff  serves  no  purpose  and  is  merely  an  additional  cost  to  be 
borne  by  the  manufacturers  and  consumer. 

Because  of  the  possibility  that  the  U.S.  production 
capability  will  be  rebuilt  in  the  future,  we  ask  only  a  three- 
year  suspension.   Should  the  U.S.  production  capacility  be  rebuilt 
before  the  end  of  the  three  year  suspension  period,  U.S.  manu- 
facturers would  immediately  turn  to  that  source  of  supply  because 
of  the  excessive  motor  freight  charges  involved  in  the  importation 
of  the  product  from  Canada. 

It  is  important  to  make  available  to  the  consumer  this 
product  classification  at  reasonable  prices  to  preclude  its 
elimination.   My  firm,  New  York  Foam  Sales,  is  aware  of  no 
opposition  to  HR  11605. 
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statement  by  Mac  Asbill,  Jr. 
On  Behalf  of 
World  Airways,  Inc. 
Before  the  Senate  Finance  Committee 

On 
H.  R.  11997,  the  Bank  Holding  Company 
Tax  Act  of  1976 


Summary 

Congress  should  promptly  enact  legislation  along  the 
lines  of  H.  R.  11997,  passed  by  the  House  of  Representatives 
on  March  15,  1976,  which  would  grant  appropriate  tax  relief 
to  divestitures  certified  by  the  Federal  Reserve  Board  as 
"necessary  or  appropriate"  to  effectuate  the  purposes  of 
the  Bank  Holding  Company  Act  Amendments  of  1970. 

Statement 

This  statement  is  submitted  by  Mac  Asbill,  Jr.,  a 
lawyer  practicing  in  Washington  with  the  Washington  and 
Atlanta  firm  of  Sutherland,  Asbill  &  Brennan,  on  behalf  of 
World  Airways,  Inc.,  a  Delaware  corporation  headquartered 
in  Oakland,  California.   It  advocates  the  prompt  enactment 
of  H.  R.  11997,  or  its  equivalent  in  purpose  and  effect. 
That  bill  would  grant  appropriate  tax  relief  to  divestitures 
certified  by  the  Federal  Reserve  Board  as  "necessary  or 
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appropriate"  to  effectuate  the  purposes  of  the  Bank  Holding 
Company  Act  Amendments  of  19  70. 

Following  the  Committee's  request  in  its  press 
release  of  August  10  that  witnesses  with  common  interests 
consolidate  their  testimony,  I  am  authorized  to  state 
that  Lykes  Corporation  of  New  Orleans,  Sperry  and  Hutchin- 
son Co.,  GATX  Corporation,  and  Powell  Lumber  Co.,  each 
of  which  has  submitted,  or  will  submit,  a  statement  for 
the  record,  join  World  Airways  in  this  general  recommenda- 
tion. 

The  adoption  by  the  Congress  of  the  Bank  Holding 
Company  Act  Amendments  of  1970  subjected  so-called  one-bank 
holding  companies  to  the  Bank  Holding  Company  Act  for  the 
first  time.   Generally  speaking,  these  Amendments  required 
such  holding  companies  to  divest  themselves  of  either  their 
banking  or  their  non-banking  assets  before  December  31, 
1980.   It  was  contemplated  in  1970  that  appropriate  tax  re- 
lief would  be  provided  with  respect  to  such  divestitures, 
as  had  been  done  in  the  case  of  earlier  bank  holding  company 
legislation.   Thus,  the  report  of  the  Senate  Committee  on 
Banking  and  Currency,  S.  Rep.  No.  91-1084,  provided: 

"It  is  anticipated  that  the  Congress  will 
follow  precedent  and  will  pass  a  bill 
providing  companies  required  to  make 
divestitures  under  this  legislation  with 
relief  from  an  undue  tax  burden  as  a  re- 
sult of  such  divestiture.   It  would  be 
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inequitable  to  require  these  divesting 
companies  to  commit  themselves  to  a  di- 
vestiture plan  without  knowing  precisely 
what  their  tax  situation  will  be  in  re- 
gard to  such  divestiture.   Accordingly,  it 
was  deemed  necessary  to  provide  a  divesti- 
ture period  of  sufficient  length  that  these 
companies  will  have  adequate  time  to  make 
their  divestiture  plans  after  the  appropri- 
ate tax  relief  measure  is  passed  by  Congress." 

Pursuant  to  this  commitment,  the  Treasury  began  the 
formulation  of  such  relief  legislation  and  first  submitted 
a  proposal,  S.  3111,  to  the  Congress  in  1972.   In  1973  an 
identical  draft  bill  was  introduced  as  S.  407.   That  bill 
provided  for  the  tax-free  spinoff  (i.e.,  distribution  to 
stockholders)  of  stock  divested  pursuant  to  the  1970  Amend- 
ments and  also  provided  for  the  deferral  of  gain  realized 
upon  the  sale  of  divested  property  if  the  proceeds  were  re- 
invested in  certain  other  property  (the  so-called  "rollover" 
provision) . 

World  Airways,  which  is  an  international  and  domestic 
supplemental  air  carrier,  had  in  May  1968,  through  its  wholly- 
owned  subsidiary,  Worldamerica  Investors  Corp.,  purchased 
over  99%  of  the  stock  of  First  Western  Bank  &  Trust  Company, 
a  California  corporation.   By  virtue  of  this  purchase, 
World  Airways  was  a  one-bank  holding  company  of  the  type 
subjected  to  the  divestiture  requirements  of  the  Bank  Hold- 
ing Company  Act  Amendments  of  1970.   Although  it  might  have 
been  permitted,  under  the  "grandfather"  provision  in  the 
1970  Amendments,  to  retain  its  bank  if  it  were  willing  to 
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forego  forever  expansion  of  its  non-banking  activities, 
World  was  forced,  as  a  practical  matter,  to  choose  between 
retention  of  its  bank  or  its  non-banking  businesses.   Being 
primarily  in  the  air  carrier  business,  it  decided  to  divest 
itself  of  the  bank,  in  that  way  carrying  out  the  Congres- 
sional mandate  to  separate  its  banking  from  its  non-banking 
businesses. 

It  was  concluded  for  several  reasons  that  a  spin- 
off of  the  bank's  stock  to  the  shareholders  of  World  Airways 
was  not  feasible.   Worldamerica  had  borrowed  a  substantial 
part  of  the  purchase  price  of  the  bank  stock,  and  had 
pledged  all  of  that  stock  to  secure  the  loan.   It  needed 
the  earnings  produced  by  the  bank,  or  the  proceeds  of  sale, 
in  order  to  pay  off  that  loan.   The  pledgee,  Bank  of  America 
would  not  permit  a  spinoff  of  the  bank  stock  so  long  as  the 
loan  was  outstanding.   Moreover,  another  loan  agreement 
covering  loans  to  acquire  aircraft  prohibited  distribution 
of  any  substantial  part  of  World's  assets,  including  the 
stock  of  Worldamerica  or  the  bank  stock  owned  by  that  sub- 
sidiary.  Thus,  the  only  way  that  divestiture  could  be 
accomplished  was  by  a  sale. 

It  soon  became  obvious  that  because  of  antitrust 
considerations,  and  provisions  of  the  Bank  Holding  Company 
Act  which  prevented  bank  acquisitions  across  state  lines, 
it  would  be  difficult  to  find  a  suitable  purchaser.   Indeed, 
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the  Department  of  Justice  in  1972  challenged  on  antitrust 
grounds  the  sale  of  the  bank  to  Wells  Fargo  Bank  which  ap- 
peared to  be  the  only  qualified  California  buyer  with  the 
means  to  acquire  the  bank.   World  concluded  that  as  a  practical 
matter  it  would  probably  be  necessary  to  sell  the  bank  to  a 
foreign  purchaser.   Following  termination  of  the  Wells  Fargo 
transaction,  World  began  negotiations  with  Lloyds  Bank  Limited 
of  London  which  resulted  in  the  sale  of  the  bank  in  January, 
1974,  to  Lloyds  First  Western  Corporation  (a  wholly-owned 
subsidiary  of  Lloyds  Bank  Limited) .   This  sale  was  approved 
by  the  Federal  Reserve  Board.   Of  the  approximately  $7,650,000 
tax  attributable  to  the  sale,  about  $6,800,000  had  been  paid 
by  September  15,  1975;  the  remaining  $850,000  was  deferred 
in  anticipation  of  being  eliminated  by  a  loss  carryback  from 
1975. 

At  the  time  of  the  decision  to  dispose  of  its  bank, 
World  Airways  was,  of  course,  aware  that  in  1970  Congress 
had  committed  itself  ultimately  to  providing  appropriate 
tax  relief  from  the  hardships  caused  by  divestitures 
prompted  by  the  Bank  Holding  Company  Act  Amendments  of  1970. 
However,  because  of  the  limited  number  of  financially  competent 
and  qualified  buyers  to  whom  the  bank  could  be  sold  without 
violating  the  antitrust  laws  and  other  applicable  government 
restrictions,  World  Airways  was  unable,  as  a  matter  of 
practical  economics,  to  await  final  passage  of  such  relief 
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legislation.   Rather,  faced  with  a  narrow  class  of  potential 
buyers  who  could  be  expected  to  avoid  challenge  on  antitrust 
or  other  grounds,  World  Airways  was  compelled  as  a  matter 
of  business  prudence,  once  a  suitable  buyer  could  be  found, 
to  make  the  sale  in  reliance  upon  the  promise  of  subsequent 
tax  relief. 

After  full  hearings  and  almost  three  years  of  de- 
liberation, the  Ways  &  Means  Committee  on  March  4  reported 
out,  and  the  House  of  Representatives  on  March  15  passed, 
H.  R.  11997,  a  bill  designed  to  grant  relief  from  the  tax 
consequences  of  divestitures  required  by  the  Bank  Holding 
Company  Act  Amendments  of  1970.   That  relief  takes  two  forms. 

The  first  is  a  provision  permitting  a  holding  company 
to  "spin  off"  (i.e.,  to  distribute  to  its  stockholders)  tax- 
free  either  its  non-banking  assets  (including  stock)  if  the 
corporation  elects  to  continue  to  be  a  bank  holding  company, 
or  its  banking  assets  (including  stock)  in  the  event  the 
corporation  elects  to  cease  to  be  a  bank  holding  company. 

In  recognition  of  the  fact  that  such  a  spinoff  would 
often  be  inappropriate,  and  in  some  instances  impossible, 
for  reasons  such  as  those  applicable  in  World's  situation, 
the  bill  provides  an  alternative  type  of  relief,  the  "in- 
stallment payment  method"  pursuant  to  which  a  bank  holding 
company  which  sells  banking  or  non-banking  property  pursuant 
to  the  Bank  Holding  Company  Act  Amendments  of  1970,  may  pay 
in  equal  annual  installments  the  tax  attributable  to  that 
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sale.   The  installment  period  ends  in  1985,  or,  if  later, 
ten  years  after  the  due  date  of  the  return  for  the  year  of 
sale.   In  order  to  encourage  early  dispositions  in  compli- 
ance with  the  1970  Amendments,  the  bill  provides  that 
interest  will  not  be  imposed  upon  the  annual  installments 
due  in  1985  or  earlier  years,  but  that  it  will  be  imposed 
on  any  installments  due  thereafter.   In  those  situations 
where  —  as  in  World's  own  case  —  the  sale  has  been  made 
and  the  tax  paid  before  the  effective  date  of  H.  R.  11997, 
the  bill  provides  for  a  refund  of  that  portion  of  such 
tax  representing  installment  payments  which  would  not  be- 
come due  until  after  that  effective  date. 

The  Ways  &  Means  Committee  and  the  House  of  Repre- 
sentatives rejected  the  "rollover"  type  of  relief  (i.e., 
treating  the  sale  as  an  involuntary  conversion,  the  gain 
on  which  would  not  be  recognized  provided  the  proceeds  were 
reinvested  in  specified  types  of  property  and  provided  that 
the  basis  of  such  replacement  property  was  appropriately 
reduced) ,  because  of  the  complexities  inherent  in  that  type 
of  relief,  especially  where  the  sale's  proceeds  were  in- 
vested in  stock  of  a  corporation  rather  than  directly  in 
replacement  assets. 

Because  of  a  procedural  provision  in  the  Congressional 
Budget  and  Impoundment  Control  Act  of  1974  (i.e.,  that, 
except  in  the  event  of  a  waiver  in  the  Senate,  neither  House 
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shall  consider  a  bill  which  produces  a  decrease  in  revenues 
effective  during  the  next  fiscal  year  until  the  first  con- 
current resolution  on  the  budget  for  such  year  has  been 
agreed  to) ,  H.  R.  11997  provides  that  its  effective  date 
will  be  October  1,  1977,  the  beginning  of  fiscal  year  1978, 
and  that  no  refunds  will  be  paid  pursuant  to  the  bill  prior 
to  that  date . 

We  believe  that  H.  R.  11997  reasonably  fulfills 
Congress'  commitment  to  provide  appropriate  tax  relief  for 
divestitures  pursuant  to  the  1970  Amendments.   World  Air- 
ways would  recommend  only  one  change ,  namely  that  the 
effective  date  provision  be  modified  so  that  the  Act  will 
become  effective  upon  enactment.   Otherwise,  World  will 
be  denied  a  portion  of  the  relief  contemplated  under  the 
installment  payment  method.   We  know  of  no  substantive 
reason  why  the  effective  date  should  be  postponed  beyond 
the  date  of  enactment. 

More  than  half  of  the  10-year  period  for  divesti- 
ture prescribed  by  the  19  70  Amendments  has  already  elapsed. 
Consequently,  it  seems  reasonable  to  expect  that  both  those 
one-bank  holding  companies  which  have  already  accomplished 
that  divestiture  and  those  which  have  not  yet  done  so,  be 
apprised  soon  of  the  ground  rules  which  will  govern  the  tax 
consequences  of  such  divestitures.   Consequently,  we  urge 
this  Committee  and  the  Senate  to  take  prompt  action  along  the 
lines  of  H.  R.  11997. 
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STATEMENT  ON  BEHALF  OF  AMERICAN  ASSOCIATION  OF  BICYCLE 
IMPORTERS,  INC.  PRESENTED  BEFORE  THE  SENATE  CO!!MITTEE 
ON  FINANCE 


MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 

My  name  is  Philip  Kamler.   I  am  President  of  the  American 
Association  of  Bicycle  Importers,  Inc.,  a  non-profit  organi- 
zation of  independent  American  bicycle  importing  businesses. 
Our.  respective  businesses  are  .American  owned  and  managed. 

The  issues  in  contention  of  HR  12254,  a  bill  to  suspend 
payment  of  duties  on  certain  bicycle  parts  and  accessories, 
were  never  clearly  defined  or  fully  expressed  to  the  U.S. 
Senate  Committee  on  Finance  in  previous  enactments  in  1970 
and  1973. 

First,  the  parties  to  this  issue  should  be  defined.   Pro- 
ponents would  have  you  believe  that  this  is  an  issue  between 
foreign  producers  and  domestic  bicycle_manufacturers.   Nothing 
could  be  further  from  the  truth.   The  parties  to  this  matter 
are: 

1.  American  businesses  whose  principal  activity  is  the 
importation  of  complete  bicycles. 

2.  The  eight  American  bicycle  factories. 

The  American  Association  of  Bicycle  Importers,  Inc.  first  came 
into  being  in  March,  1975,  and  thus  the  reasons  for  opposition 
to  enactment,  which  were  as  persuasive  in  1970  and  1973  as 
they  are  today,  could  not  have  expression  for  the  benefit  of 
the  Committee  on  Finance.   The  issues  in  contention  do  not 
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belong  nor  should  they  occupy  the  time  of  this  Committee 
since  the  issues  involved  are  particular  to  the  bicycle 
industry  and  have  never  been  revealed  to  the  Committee. 

The  bicycle  industry  is  like  no  other  industry.   Bicycles 
are  assembled  in  the  United  States  by  eight  industry  factories. 
However,  the  bicycles  produced  are  not  made  up  of  American 
produced  component  parts .  -The  principal  component  parts  of 
an  American  bicycle  are  imported  from  foreign  producers.   It 
is  reliably  reported  that  these  imported  parts  constitute  in 
excess  of  50%  of  the  dollar  value  of  all  purchased  parts  in- 
stalled in  domestic  bicycles.   At  the  request  of  the  Committee, 
we  would  be  pleased  to  submit  our  analysis  of  American  pro- 
duction costs  in  documentation  of  our  argument. 

We  list  herewith  the  imported  parts  which  usually  are  in- 
stalled on  American  bicycles: 

Tires  and  tubes 

Rim  strips 

Spokes 

Chains 

Pedals 

Hand  brakes  -  front  and  "rear 

Derailleur  components  and  controls 
Multi-speed  free  wheels 

Front  hubs 

Rear  hubs 

Three-speed  hubs 

Coaster  brake  hubs 
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You  may  then  ask,  exactly  what  does  the  so-called  American 
bicycle  producer  actually  produce?   The  answer  is  that  he 
produces  very  little. 

That  brings  us  to  the  issue  in  contention.   The  pro- 
ponents have  pictured  themselves  as  American  producers. 
The  facts  indicate  they  are  substantial  importers  of  foreign 
bicycle  parts  which  they  assemble  into  domestic  bicycles. 
Bicycle  importers  are  industry  people  whose  companies  are 
U.S.  tax  payers,  employ  labor,  make  substantial  expenditures 
for  goods  and  services,  and  whose  principal  activity  is  the 
import  of  complete  bicycles  from  foreign  producers. 

In  our  opinion,  the  issue  is  one  of  the  market  place  - 
an  industry  competition  between  bicycle  industry  people  for 
their  share  of  the  U.S.  market  consumption. 

We  should  like  to  express  our  strong  protest  and  to  bring 
to  the  attention  of  the  Committee  the  unfair  and  biased  treat- 
ment which  our  Association  received  relating  to  passage  of 
HR  12254  by  the  Ways  and  Means  Committee  of  the  House. 

1.   Public  hearings  before  the  House  Subcommittee  were 
held  on  February  19  and  20.   Our  Association  was  not 
notified  nor  given  the  opportunity  to-  present  oral 
testimony  and  relevant  factual  material  affecting 


_our  business  interests.   The  proponents  of  HR  12254 
would  have  this  advantage.   Despite  our  continued 
protests  up  to  the  moment  of  passage  of  the  Bill  on 
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June  23,  our  Association  was  not  afforded  a 
public  hearing. 

We  first  learned  of  the  public  hearings  from  the 
March  2  Congressional  Record.   After  our  attorney 
protested  to  the  Staff,  we  were  then  permitted  to 
file  a  written  submission. 

The  House  Committee— report  dated  Apr±±— 29,  1976, 
gave  broad  conclusions  favorable  to  the  proponents 
which  were  unsupported  by  the  evidence  and  funda- 
mental questions  raised  by  our  submission  were 
virtually  ignored.   We  point  out  the  following: 
a.   Misleading  and  incomplete  statistics  known  or 
available  to  the  Committee  for  the  most  current 
year  1975  were  omitted.   The  report  stated  the 
import  of  bicycles  increased  from  18%-  of  market 
consumption  in  1965  to  28%  in  1974.   This  repre- 
sents an  important  omission  of  fact  which  we  re- 
ported in  our  submission  and  which  was  not 
stated  in  the  report,  namely  that  in  the  year 
1975,  the  market  percentage  of  bicycles  imported 
declined  to-  23%  and,  further,  that  1976  projecj- 
tions supplied  by  our  submission  and  supported 


by  domestic  industry  sources  concluded  that 
imports  would  decline  to  17%  of  market  consump- 
tion.  Current  bicycle  import  statistics  indicate 
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a  decline  even  more  drastic  than  that  projected: 
Jan,  1  -  May  31        No.  of  Bicycles  Imported 

1975  791,977 

1976  543,645 
Decline:  32% 

b.   Report  Conclusion 

The  Committee  recommended  continuation  of  the  duty 
suspension  .  .  .  "to  remove  price  advantage  of 
foreign  bicycle  producers."   Again,  reference  is 
made  by  the  House  Committee  to  foreign  bicycles 
and  again  the  interests  of  American  bicycle  im- 
porters have  been  ignored. 
The  proponents  of  the  original  passage  of  the  Bill  to 

suspend  duties  cited  the  following  basic  reasons  for  the  need 

of  t^eir  legislation: 

1.  The  paradoxical  inequities  of  tariff  treatment  of 
complete  bicycles  as  opposed  to  component  parts. 

2.  Lack  of  domestic  sources  of  supply  for  certain  parts. 
We  address  ourselves  to  the  second  reason  and  submit  that  con- 
ditions have  changed  in  the  interim  (1973-1976)  period  which 
makes  this  argument  no  longer  validL_  There_  is  new  evidence, 
not  existing  in  1973,  to  conclude  that: 

IT   Present  domestic  capacity  does  exist. 

2.   Duty  suspension  acts  to  prevent  domestic  industry  from 
establishing  production  in  the  future. 
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Domestic  industry  contention  that  domestic  sources  do  not 
exist  to  supply  component  parts  of  bicycles  listed  for  duty 
suspension  are  without  foundation  in  fact.   There  can  be  no 
argument  that  there  is  an  American  manufacturer  of  derailleurs, 
Excel  Dynamic  Co.,  Carol  Stream,  Illinois,  whose  product  is 
advertised  in  the  bicycle  trade  magazine,  American  Bicyclist. 
We  understand  that  there  is  information  available  in  the  Inter- 
national Trade  Commission  to  indicate  that  this  company  has  an 
annual  capacity  of  1,000,000  derailleurs.   A  second  American 
company,  Williams  Engineering  Company,  Elk  Grove,  Illinois, 
producing  bicycle  hand  brakes ,  has  been  forced  into  bankruptcy 
during  the  past  month.   We  understand  that  Mr.  Lynn  Williams, 
President  of  the  company,  will  testify  during  this  hearing  and 
we  believe  his  testimony  will  further  support  the  urgent  reasons 
for  opposition  to  this  bill. 

Finally,  there  is  the  case  of  Eendix  Corporation.   This 
company  produced  coaster  brakes  in  their  Elmira,  New  York, 
factory,  for  many  years  up  until  197  3.   In  1973,  the  year  that 
corresponds  to  the  duty  suspension  reenactment  year,  the  company 
made  the  decision  to  transfer  their  factory  production  to 
Mexico.   It  is^  important  to  keep  in  mind  that  the  original  bill 
did  not  list  coaster  brakes  as  eligible  for  duty  suspension. 
The  reasoning  was  apparent,  namely  that  duty  suspension  would 
not  be  granted  as  long  as  domestic  industry  existed. 


109 


-  7  - 


We  are  informed  by  representatives  of  the  AFL-CIO, 
United  Auto  Workers  Union,  that  200  workers  were  thrown  out 
of  work  when  the  Elmira  factory  was  shut  down  in  1973.   The 
UAW  bitterly  opposed  this  nove;  nevertheless,  Bendix  relocated 
their  bicycle  coaster  brake  production  to  Mexico. 

Now  we  are  informed  that  the  renewal  duty  suspension  bill 
has-added  the  following  component  parts  as  eligible  for  duty 
suspension: 

Coaster  brakes 

Alloy  butted  tubing 

Alloy  cotterless  crank  sets 

Alloy  rims 

Frame  lugs 
Heading  the  list  is  coaster  brakes.   The  domestic  industry 
has  repeatedly  stated  that  the  purpose— of  duty  suspension  was 
the  protection  of  the  security  of  American  jobs.   Shall  we 
now  give  duty  suspension  to  coaster  brakes?   Shall  we  reward 
domestic  industry  by  granting  duty  suspension  on  coaster  brake; 
at  the  cost  of  the  loss  of  employment  of  200  workers?  We  urge 
you  to  reject  the  premise  of  granting  duty  free  importation  of 
foreign  parts~by  the  domestic  producers,  which  is  facilitated 
by  the  benefits  available  under  the  duty  suspension  bill  now 
under  consideration.   Indeed,  this  nov;  creates  a  new  category 
of  unemployment:   "Duty  Suspension-induced  unemployment". 


75-946  O  -  76 
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Finally,  we  submit  the  most  current  statistics  of  the 
bicycle  industry  presently  available: 


Year 

Domestic 
Bicycles 

Imported 
Bicycles 

Total  Market 
Consumption 

Ratio  of 
Imports 

1973 

10.0  M 

5.2  M 

15.2  M 

34% 

1974 

10.2  M 

4.0  M 

14.2  M 

28% 

1975 

5.6  M 

1.7  M 

7.3  M 

23% 

The  startling  decline  of  imported  bicycles  continues  into  1976 
and  bears  out  the  import  projections  previously  submitted  by 
the  American  Association  of  Bicycle  Importers,  Inc.: 


Year 

Domestic 
Bicycles 

Imported 
Bicycles 

Total  Market 
Consumption 

Ratio  of 
Imports 

Jan  1  - 
May  31 

1975 

1,898,292 

791,977 

2,690,269 

34% 

1976 

2,573,024 

543,645 

3,116,669 

17% 

Industry 
Increase 

674,732 
35% 

Imported 

Bicycle 

Decline 

248,332 
31% 

Two  of  the  la~rgest  bicycle  producers,  Murray  ©f  Ohio 
Manufacturing  Companx_and  Huffmann  Manufacturing  Company, 
producing  an  estimated  50%  of  domestic  production,  have  both 
announced  glowing  financial  reports  in  financial  publications 
for  the  most  current  1976  period.   In  the  July  30  Wall  Street 
Journal,  the  President  of  Huffmann  Manufacturing  Company 
announced : 
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"Sales  in  fiscal  1976  were  about  107  million  up  from 
92.1  million  from  continuing  operations  a  year 
earlier  .  .  .  Euffmann  expects  U.S.  retailers  to  buy 
8.1  million  bicycles  in  1976,  about  7.0  million  from 
domestic  producers.   That  would  boost  sales  by 
domestic  producers  about  25%  this  year." 
The  continuing  precipitous  decline  in  import  bicycles,  in- 
dicating a  decline  of  32%  for  the  current  year  to  date, 
should  cast  a  new  light  upon  the  necessity  of  continued  duty 
suspension.   The  sharp  increase  in  domestic  production  of 
35%  for  the  current  year  must  raise  a  question  as  to  the  valid- 
ity of  the  proponents'  arguments  claiming  injury  to  domestic 
industry. 

The  basic  position  of  the  American  Association  of  Bicycle 
Importers,  Inc.  relating  to  duty  suspension  of  certain  bicycle 
parts  and  accessories  has  been  set  forth  in  the  submission 
provided  for  the  House  Ways  and  Means  Committee  and  we  submit 
that  statement  herewith. 
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STATEMENT    ON    BEHALF    OF   AMERICAN    ASSOCIATION    Z:    EICYCLE 
IMPORTERS,     INC.     PRESENTED    BEFORE    THE    COMMITTEE    (SOlWWYETEE  ON 
AND   MEANS,    U.S.    HOUSE    OF    REPRESENTATIVES  rr\p  fT?)  fp  nft  Flf?1 
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MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 


si  i/^.F;  17  1975 

UT5TE7&U  D  E 

WAYS  AND  MEANS 
My  name  is  Philip  Kamler.   I  am  President  of  the  Amer- 
ican Association  of  Bicycle  Importers,  Inc.   AABI) ,  a  non- 
profit trade  organization  of  American  bicycle  importers. 
Our  respective  businesses  are  American  owned  and  American 
managed. 

We  'chank  you  for  this  opportunity  to  express  our  views 
and  to  state  the  position  of  our  Associaticr.  opposing  the 
continuation  of  the  suspension  of  duty  on  bicycle  component 
parts  for  an  additional  3-year  period  to  December  31,  1979. 
Our  opposition  is  predicated  upon  the  fact  -hat  such  pro- 
posed action  would  be  tantamount  to  a  discri- inatory  import 
assessment  against  American  companies  whose  principal  activity 
is  the  import  of  complete  bicycles.   The  effect  of  the  pres- 
ence of  imported  bicycles  in  the  United  States  market  has 
been  to  keep  price  levels  competitive  which  "as  led  tc  in- 
creased consumer  demand  and  sales  for  the  cr.cire  industry. 
Imports  have  contributed  to  the  great  bicycle  expansion  in  the 
United  States  market  without  displacing  domestic  production. 

To  fully  understand  the  issues  in  contention,  there  should 
be  a  clear  statement  of  what  is  meant  by  bicycle  production. 
An  American  bicycle  factory  and  most  foreigr.  bicycle  factories 
fabricate  only  the  frame  of  the  bicycle.   The  great  prepon- 
derance of  all  other  component  parts  are  purchased  from  com- 
ponent sub-suppliers.   In  the  case  of  domestic  bicycle 
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luauui-dcturers ,  it  is  reliably  reported  that  65%  or  2/3  of 
the  value  of  all  purchased  components  are  imported  from 
foreign  suppliers.   Foreign  bicycle  manufacturers  purchase 
their  components  in  most  cases  from  the  identical      '  - 
foreign  components  parts  sub-suppliers  as  U.S.  factories. 
Thus,  we  have  the  picture  of  domestic  and  foreign  bicycles 
varying  in  essence  only  in  the  composition  of  the  bicycle 
frames  while  the  remaining  bicycle  components  are  made  up 
of  comparable  or  even  identical  foreign  component  parts. 
American  bicycle  manufacturers  are  thus  the  largest  U.S. 
importers  of  parts  far  exceeding  replacement  parts  impor- 
ters in  the  quantity  of  parts  imported. 

American  importers  import  complete  bicycles  and  thus, 
in  effect,  import  large  quantities  of  bicycle  components 
fabricated  into  these  complete  bicycles  having  comparable 
or  identical  components  as  those  assembled  into  U.S.  pro- 
duced bicycles.   American  importers  pay  import  duties  or. 
the  entire  bicycle  of  5  1/2  -  11%  including  the  components 
upon  which  duty  suspension  is  sought  by  domestic  manufac- 
turers.  Importers  do  not  object  to  the  payment  of  import 
duties  of  5  1/2  -  11%  on  complete  bicycles  but  to  grant 
duty  suspension  to  domestic  manufacturers  en  the  import  of 
comparable  or  identical  components  constitutes  a  preference 
in  favor  of  the  American  manufacturer  and  acts  to  discrim- 
inate against  American  business  men  whose  principal  activity 
is  bicycle  importation. 

To  make  the  issue  even  more  concrete,  let  us  assume 
that  the  f.c.o.  values  of  the  components  u:on  which  duty 
suspension  is  sought  is  $10  per  bicycle  and  let  us  assume 
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an  average  duty  of  8.25%  (5  1/2  -  11%).   An  American  bicycle 
importer  would  then  pay  duties  of  $  .825  per  bicycle.   An 
American  bicycle  manufacturer,  assembler  of  components,  would 
receive  preferential  treatment  on  the  importation  of  $10  value 
of  components  by  duty  suspension  and  have  a  S  .825  trade  com- 
petitive advantage  over  an  American  importer.   Duty  suspension 
must  be  viewed  as  discriminatory  against  the  ability  of  an 
American  bicycle  importer  to  compete  in  the  r.arket  place. 

The  proponents  of  duty  suspension  have  r.ade  important 
omissions  of  fact  in  their  submissions  to  the  Ways  and  Means 
Committee.   Statistics  have  been  offered  for  the  period  1965 
thru  1974.   However,  important  changes  have  taken  place  in 
1975  and  1976  which  are  well  known  to  the  dorestic  industry 
and  which  should  be  brought  to  the  Committee's  attention. 
A  precipitous  decline  in  both  the  number  of  bicycles  impor- 
ted and  per  cent  share  of  market  consumption  has  developed 
in  1975  and  continues  in  1976.   We  submit  the  following 
statistics: 

Import  Total       Ratio 

Bicycles        Market        of 

Consumption  Imports 

1.0M  5.6M  18% 

5.2  13.9  37% 

5.2  15.2  34% 

4.0  14.2  28% 

1.7  7.3  23% 

1.5  9.0  17% 


Year 

Domestic 
Bicycles 

1965 

4.6M 

1972 

8.7 

1973 

10.0 

1974 

10.2 

1975 

5.6 

(estimate) 
1976 

7.5 
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From  the  foregoing,  it  is  obvious  that  import  bicycles  have 
suffered  a  most  devastating  decline.   The  number  of  bicycles 
imported  have  declined  in  each  year  from  5,200,000  in  1972  to 
1,700,000  in  1975.   The  iatic  of  imports  to  total  market 
consumption  has  declined  in  each  year  since  1972  from  34%  to 
23%  in  1975.   One  would  believe  from  the  cral  presentations 
and  reading  the  written  submissions  of  the  proponents  of  duty 
suspension  that  the  businesses  of  American  bicycle  importers 
are  flourishing.   This  cculd  not  be  farther  from  the  truth. 
Imports  declined  from  4,000,000  bicycles  in  1974  to  1,700,000 
bicycles  in  1975  -  a  decline  fc  56.8%.   While  the  domestic 
industry  complained  bitterly  that  1975  production  declined 
44.8%  from  1C,20C,C0C  tc  5,600,  000  bicycles,  it  is  obvious 
that  bicycle  imports  have  declined  even  more  drastically  than 
domestic  production.   Many  importers'  businesses  are  threat- 
ened;  a  number  have  discontinued  operations;   the  remaining 
importers  are  "fighting  for  their  lives".   This  is  a  far  cry 
from  the  picture  painted  by  the  domestic  industry.   The  pro- 
jections for  1976  are  not  favorable  tc  American  importers 
and  indicate  a  further  erosion  in  both  the  number  of  bicycles 
imported  and  the  market  share.   We  submit  the  projections  of 
a  domestic  manufacturer,  Huffman  Manufacturing  Company,  in 
their  1975  report  to  stockholders: 

Imported  bicycles  comprise  a  significant  but  cur- 
rently decreasing  share  of  the  total  U.S.  market  ... 
and  we  feel  imports  will  decrease  further  in  1976. 

This  statement  is  in  sharp  contrast  to  statements  of  pro- 
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ponents  of  duty  suspension.   Statements  made  in  the  Congres- 
sional Record  -  House  H  1477,  dated  March  2,  1976,  conclude 
that  "imports  have  increased  their  share  of  the  market  ... 
from  18%  in  1965  to  28%  in  1974." 

Domestic  industry  proponents  of  duty  suspension  picture 
virtual  industry  extinction,  viz,  "the  future  of  domestic 
bicycle  manufacturing  industry  is  threatened."   The  market 
forecasts  of  the  two  largest  U.S.  bicycle  manufacturers 
paint  a  picture  to  the  contrary. 

In  the  January  1976  Bicycle  Journal,  Bill  Keyes,  Murray, 
Ohio  manufacturing  Company,  Executive  Vice  President,  states, 
"1976  should  have  a  15  -  20%  increase  over  1975." 

Huffman  Manufacturing  Co.,  in  a  Jan.  15,  1976  news  release 

projected  retail  sales  and  shipments  in  1976  at  approximately 
9,000,000  units  (1975  -  5,600,000  units)"...  we  believe  im- 
ports will  be  somewhat  less  than  the  estimated  1,750,000  units 
imported  in  1975."   This  statement  contrasts  with  the   infor- 
mation which  the  domestic  industry  has  submitted  to  the  Com- 
mittee. 

We  of  the  Association  oppose  the  continuation  of  the 
suspension  of  duty  on  bicycle  parts  as  provided  in  H.R.  12254. 
The  reason  for  our  opposition  is  that  such  action  would  pro- 
vide unequal  and  inequitable  duty  assessment  on  imported 
goods.   If,  indeed,  the  domestic  industry's  concern  was  with 
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discrimination  in  the  tariff  schedules,  that  situation 
could  be  remedied  by  adjustments  far  short  cf  total  duty 
suspension.   Indeed,  to  continue  the  suspension  would  con- 
tinue the  unfair  advantage  to  domestic  producers  under  which 
the  domestic  industry  has  developed  an  increased  market  share, 
The  association  of  domestic  manufacturers  reasons  that  dis- 
advantages such  as  wage  rates,  workmen's  compensation,  oc- 
cupational safety  and  pollution  control,  etc.j  must  be 
remedied  by  action  on  the  proposed  legislation.   This  re- 
quest ignores  the  existence  of  safeguards  fcr  domestic  in- 
dustry under  Title  II  of  the  Trade  Reform  Act  of  1974.  Cer- 
tainly if  the  injury  and  relationship  to  importations  ex- 
isted as  stated  by  the  domestic  industry,  relief  thereunder 
would  be  granted  after  they  have  proven,  through  a  detailed 
investigation  by  the  International  Trade  Cor.-.ission,  that 
they  are  entitled  to  such  relief. 

The  domestic  industry  association  also  justifies  the 
present  legislation  on  the  grounds  of  foreign  subsidies  and 
grants  and  foreign  unfair  competition.   The  trade  laws  of  the 
United  States,  as  amended  by  the  Trade  Reforr.  Act  of  1974, 
provide  ample  machinery,  under  the  countervailing  duty  sec- 
tions and  337  sections,  for  complaint  to  be  made  and  relief 
given  after  a  full  investigation. 

Certainly  until  the  machinery  available  has  been  util- 
ized, such  extraordinary  relief  as  requested  in  the  proposed 
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bill  would  not  be  appropriate.   As  a  matter  cf  fact,  with 
the  continuing  trend  towards  monetary  adjustment  favorable  to 
U.S.  producers,  there  is  no  reason  to  believe  that  imports 
will  not  continue  to  drop  off  at  their  rapid  pace.   In  fact, 
as  noted  in  the  February  9,  1976,  U.S.  News  and  World  Report, 
the  cost  of  labor  situation  between  the  domestic  industry 
and  many  of  the  bicycle  producing  countries  has  turned  in  the 
domestic  industry's  favor.   (See  page  65,  Five-Year  Pay  Scale 
Record. ) 
Conclusions: 

The  Association  submits  that  the  duty  suspension  on  the 
foreign  purchased  bicycle  components  listed  in  the  original 
Fulton  bill  and  those  listed  in  the  proposed  new  legislation 
(HR  12254)  will  have  an  important  impact  upon  the  competitive 
conditions  in  the  domestic  market.   The  granting  of  duty  sus- 
pension on  the  following  bicycle  components: 

1.  Generator  lighting  sets 

2.  Derailleurs 

3.  Caliper  Brakes 

4.  Drum  brakes 

5.  3-speed  hubs  incorporating  coaster  brakes 

6.  3-speed  hubs  not  incorporating  coaster  brakes 

7.  Click  twist  grips 

8.  Click  stick  levers 

9.  Multiple  free  wheel  sprockets 
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is  tantamount  to  granting  a  legislative  advantage  to  one  seg- 
ment of  the  American  bicycle  industry  and  the  Association 
opposes  such  duty  suspension. 

The  Association  similarly  finds  the  extension  of  duty 
suspension  to  the  following  additional  bicycle  components  to 
be  discriminatory: 

1.  Coaster  brakes 

2.  Alloy  butted  frame  tubing 

3.  Alloy  cotterless  crank  sets 

4.  Alloy  rims 

5.  Frame  lugs 

and  the  Association  opposes  the  inclusion  of  the  additional 
foregoing  components  for  duty  suspension. 

The  Association  submits  that  there  are  ample  and  adequate 
remedies  and  safeguards  to  domestic  industry  wder  existing 
laws  and  regulations  to  which  the  domestic  industry  may  avail 
themselves . 

Finally,  most  current  statistics  reveal  a  startling  de- 
cline in  the  number  and  market  share  of  bicycle  imports.   The 

domestic  industry's  claim  that  importation  cf  bicycles  is 
the  root  cause  of  injury,  is  without  foundation  in  fact. 
-     It  is  the  belief  of  the  Association  that  there  is  no 
justification  for  the  continuance  and  expansion  cf  the 
bicycle  parts  duty  suspension  as  proposed  in  ?.?    12254.   In 
view  of  the  sharply  conflicting  evidence  befcre  the  Committee, 
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we  urge  the  Committee  to  give  the  appropriateness  and 
necessity  of  the  proposed  legislation  more  detailed 
scrutiny.   The  Association  would  be  pleased  to  give  oral 
testimony  to  substantiate  its  position  and  tc  assist  the 
Committee  in  any  other  way  possible. 
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STATEMENT  OF  JOHN  S.  MONAGAN 
IN  SUPPORT  OF  H.  R.  12254  AND 
PROPOSED  AMENDMENTS 
ON  BEHALF  OF 
SHIMANO  AMERICAN  CORPORATION 


STATEMENT  SUPPORTS  H.  R.  12254  BECAUSE 
IT  WILL  STRENGTHEN  U.  S.  BICYCLE  IN- 
DUSTRY BY  SUSPENDING  DUTIES  ON  BICYCLE 
PARTS  AND  REQUESTS  INCLUSION  OF  THREE 
ITEMS  NOT  NOW  CONTAINED  IN  H.  R.  12254 

My  name  is  John  S.  Monagan.   I  am  a  partner  in 
the  firm  of  Whitman  &  Ransom,  practicing  in  Washington. 

We  represent  Shimano  American  Corporation,  a 
New  York  company,  engaged  in  the  importation  and  sale 
of  bicycle  parts. 

Our  client  supports  H.  R.  12254  and  respectfully 
urges  the  Committee  to  give  this  bill  a  favorable  report  ' 
because  it  will  benefit  the  workers  and  proprietors  in 
the  American  bicycle  industry. 
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Only  a  few  years  ago  this  traditional  American 
industry  was  in  serious  straits  and  threatened  with 
complete  destruction.   Today  it  is  "beginning  to  breathe 
again.,  but  only  because  the  Congress  has  allowed  it  to 
remain  competitive  with  imports  and  to  compensate  for 
its  increasing  costs  by  allowing  certain  parts  to  be 
admitted  duty-free  and  thus  lower  expenses  to  the  U.  S. 
manufacturer. 

The  instant  bill  will  extend  for  l8  months  the 
suspension  of  duty  on  certain  parts  (most  of  which  are 
now  under  suspension)  and  we  strongly  support  this  bill 
as  a  means  of  preserving  the  jobs  and  economic  activity 
which  are  by-products  of  a  healthy  U.  S.  bicycle  industry, 

In  addition  to  the  items  listed  in  the  instant 
bill,  our  clients  request  the  committee  to  add  certain 
other  parts  to  the  list  of  those  upon  which  duties  will 
be  suspended. 

These  parts  are:  front  free-wheeling  systems, 

disc  brakes  and  free  wheeling  hubs.   It  is  requested 
/\ 

that  H.  R.  12254  be  amended  by  adding  these  items  to 
those  already  included  in  the  bill. 

None  of  these  parts  is  presently  being  pro- 
duced in  the  United  States  and  therefore  a  suspension 
of  duty  will  not  affect  U.  S.  manufacturers  and  workers 
producing  like  articles. 
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The  disc  brakes  are  a  relatively  new  item  and 
only  recently  have  attained  a  substantial  volume  of 
sales.   The  front  free  wheel  systems  are  in  production 
and  the  first  imports  will  be  arriving  in  the  next  month 
or  so.   The  production  of  free-wheeling  hubs  is  about  to 
begin  and  deliveries  will  commence  after  manufacture  has 
developed  a  sufficient  inventory. 

For  these  reasons,  it  is  appropriate  to 
request  a  provision  for  suspension  at  this  time  and 
we  respectfully  request  that  these  items  be  added  to 
the  list  established  by  the  House  and  contained  in 
H.  R.  12254. 
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PROPOSED  AMENDMENT 


Paragraph  (b)  of  H.  R.  12254 

is  amended  by  inserting  the  words  "front 

Ve(V\r 
free  wheeling  systems^  disc  brakes^  free 

wheeling  hubs"  after  "alloy  rims"  and 

before  "and  parts  *  *  *". 
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BEFORE  THE 

FINANCE  COMMITTEE 

UNITED  STATED  SENATE 


RE 

H.    R.    12254 


STATEMENT 


OF 


BICYCLE  MANUFACTURERS  ASSOCIATION  OF 
AMERICA,    INC. 


BY:      STUART  J.   NORTHROP 
PRESIDENT 

HUFFMAN  MANUFACTURING 
COMPANY 


Dated:        August  24,    1976 


75-946   O  -  76 
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Mr.    Chairman  and  Members  of  the  Committee: 


I  am  Stuart  J.    Northrop,    President  of  the  Huffman  Manufacturing 
Company,    Dayton,    Ohio.     Huffman  is  a  member  of  the  Bicycle  Manufacturers 
Association  of  America,    Inc.    ("BMA"),    on  whose  behalf  this   statement  is 

presented.      BMA  is  a  non-profit,    voluntary  trade  association  whose  members 

II 
are  domestic  bicycle  manufacturers.      Collectively,    the  BMA  companies        manu- 
facture a  substantial  majority  of  the  bicycles  produced  in  the  United  States. 
In  addition,    this   statement  sets  forth  the  views  of  Chain  Bike  Corporation  and 
Iverson  Cycle  Corporation,    a  subsidiary  of  Stelber  Industries,    Inc.     While  not 
members  of  BMA,    Chain  Bike  and  Iverson  are  domestic  manufacturers  of 
bicycles  and  have  an  interest  in  this  matter  which  is  common  to  that  of  BMA 
member  companies.      Thus,    this  statement  speaks  for  all  American  bicycle 
manufacturers  with  the  singular  exception  of  the  Schwinn  Bicycle  Company  which 
will  offer  its  own  statement. 

H.R.    12254  essentially  represents  a  continuation,    for  a  limited  18  month 

y 

period       ,      of  the  suspension  of  duty  on  certain  bicycle  component  parts  originally 


1/     Appendix  A  is  a  list  of  BMA  member  companies. 
2/     January  1,    1977  to  July  1,    1978 


127 


3/ 
suspended  as  of  January,    1971     .       The  relief  contemplated  by  the  provisions  of 

H.R.    12254  is  vital  to  domestic  bicycle  manufacturers  because  it  at  least  partially 
offsets  the  inherent  bias  against  domestic  manufacturers  in  the  existing  tariff 
schedule.     Without  a  continuation  of  this  duty  suspension,    the  competitive  posture 
of  domestic  bicycle  manufacturers  will  be  severly  undermined  and  the  tenuous 
economic  viability  of  this  small  industry  could  be  destroyed.      Therefore  BMA 
offers  this  statement  in  support  of  H.R.   12254,    which  was  the  subject  of  an  over- 
whelming positive  vote  in  the  House,    and  urgently  requests  your  support 
for  its  passage. 

As  a  predicate  to  discussing  the  specific  bases  for  the  relief  sought  it  is 
appropriate  to  present  a  brief  picture  of  the  economic  plight  of  the  United 
States  bicycle  manufacturing  industry.      Collectively,    the  industry  is  a  small 
one,    comprised  of  only  eight  companies.      These  companies  are  individually 
small,    and  for  the  most  part  their  businesses  are  limited  to  the  production  and 
sale  of  bicycles.     Unfortunately,   their  economic  outlook  is  grim.     Beginning 
at  the  end  of  the  1960's  and  during  the  early  1970's  bicycle  sales  reached  record 


3y     The  original  bill  was  introduced  by  Congressman  Fulton  in  1970  and  covered 

a   three  year  period.     In  1974,   by  P.  L.    93-490,    it  was  extended  through  1976.    The 
original  bill  and  P.  L.    93-490  covered  generator  lighting     sets  in  TSUS  912.  05 
and  derailleurs,    caliper  brakes,    drum  brakes,    three-speed  hubs  incorporating 
coaster  brakes,    three -speed  hubs  not  incorporating  coaster  brakes,    click-twist 
grips,    click  stick  levers,    and  multiple  freewheel  sprockets  in  TSUS  912.10. 
H.R.   12254  would  add  coaster  brakes,    alloy  butted  frame  tubing,    frame  lugs,    alloy 
cotterless  crank  sets,    and  alloy  rims  to  the  latter,   none  oi  which  are  domestically 
produced,    and  would  cover  "parts"  of  the  items  contained  in  both  TSUS  912.  05 
and  912.10. 
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levels  to  the  point  where  those  years  are  commonly  referred  to  as  the 
"bicycle  boom.  "    However,    in  more  recent  years,    the   "boom"  has  turned  to 
"bust",    as  a  dramatic  drop-off  of  sales  and  the  difficult  economic  recession 
have  combined  to  debilitate  the  industry  to  the  point  where  the  very  survival 
of  a  number  of  segments  of  our  industry  is  in  jeopardy  and  to  the  point  where 
it  can  fairly  be  called  a  depressed  industry.     During  this  past  year  alone, 
the  H.P.   Snyder  Manufacturing  Company  was  forced  to  close  its  doors  after 
81  continuous  years  of  bicycle  production,    and  the  Iverson   Cycle    Corporation 
and  its  parent,    Stelber  Industries,    Inc.  ,    were  forced  into  Chapter  11  bankruptcy. 
As  between  1974  and  1975,    bicycle  sales  dropped  more  than  50  percent.      The 
prospects  for  1976  are  not  very  much  brighter  and  all  indications  point  to  a 
continued  struggle  for  industry  survival  in  the  years  to  come. 

Within  that  framework,    the  urgent  need  for  a  continuation  of  the  duty 
suspension  on  certain  bicycle  components  is  most  clear  and  the  discrimination 
against  domestic  bicycle  producers  inherent  in  the  existing  tariff  schedules 
is  starkly  revealed. 

Under  the  tariff  schedules,    the  involved  bicycle  parts  are  assessed  a 
duty  of  15  percent.     In  contrast,    completed  bicycles  manufactured 
abroad  and  imported  into  this  country  are  assessed  a  duty  of  only 
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5.  5  percent.  That  this  tariff  bias  discriminates  against  and  disadvantages 

the  competitive  posture  of  American  manufacturers  is  thus  clear.     An  imported 
bicycle  incorporating  the  very  same  components  as  an  American  bicycle  is 
bestowed  with  a  9.  5  percent  cost  advantage  on  those  component  parts.     The 
deplorably  anamoly  created  presents  the  domestic  manufacturer  with  the 
unacceptable  choice  of  passing  the  additional  cost  on  to  the  consumer  thereby 
becoming  non-competitive  or  absorbing  the  cost  increases  and  thereby 
reducing  margins  to  an  intolerable  level.     Either  way,    the  American  producer 
suffers,    and  in  light  of  the  economic   situation  of  the  industry,    that  disadvantage 
cannot  be  assimilated. 

Yet,    the  bias  inherent  in  the  existing  tariff  schedules,  is  not  the  only  basis 
for  passage  of  H.R.    12254.      The  components  which  are    the  subject  of  the 
bill  are  domestically  unavailable  to  American  bicycle  producers  either  because, 
as  in  most  cases,    they  are  not  manufactured  in  this  country  at  all  or,    in  a 
few  cases,    because  the  supply  from  domestic  producers  is  of  an  unproven 
product  or  is  not  available    in  quantities  nearly  sufficient  to  satisfy  the  needs 
of  the  collective  domestic  bicycle  industry. 


4/     The  duty  on  completed  bicycles  imported  into  the  United  States   ranges 
from  5.  5  to  11  percent.     However,    the  majority  of  bicycles  imported 
are  of  a  character  which  subject  them  to  only  the  nominal  5.  5  percent 
duty,    and  the  overwhelming  majority,    and  perhaps  almost  all  the  imported 
bicycles  utilizing  the  components  covered  by  H.R.    12254,    are  only 
subject  to  the   5.  5  percent  duty.     Pursuant  to   TSUS  732.18,    if  both  wheels 
of  the  bicycle  are  over  25"  in  diameter,    and  are  valued  over  $16.  66  2/3, 
the  duty  is   5.  5  percent.      Thus,    bicycle  duty  at  rates  over  5.  5  percent  are 
virtually  irrelevant  to  the  matter  of  H.R.    12254. 
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In  either  event,    the  American  bike -maker  has  no  choice  but  to  utilize 
foreign-made  components  and  in  turn  be  subject  to  the  discriminatory  duty. 
Of  all  the  components  encompassed  in  the  bill  before  you,    only  derailleurs 
and  caliper  brakes  are  made,    to  any  extent  at  all,    in  this  country  and,    as  will 
be  shown,    their   "availability"  is,    at  best,    only  ostensible. 

One  U.S.    company,   Excel,    a  subsidiary  of  Beatrice  Foods,    Inc.,    recently 
undertook  the  production  of  one  model  of  derailleur.     While  each  bicycle  manu- 
facturer will  individually  form  an  opinion  as  to  the  acceptability  of  that  single 
derailleur  for  use  within  its  product  line,    Excel  cannot  be  in  a  position  to  produce 
a  sufficient  derailleur  supply  for  the  entire  domestic  bicycle  manufacturing 
industry,    which  requires  and  utilizes  a  substantial  variety  of  derailleur  models. 
In  fact,    after  originally  introducing  its  derailleur  approximately  one  year  ago, 
it  withdrew  same  for,    as  I  understand  it,   purposes  of  redesign.     Even  assuming 
for  purposes  of  discussion  the  acceptability  of  the  Excel  product  from  a  design 
standpoint,    it  does  not  serve  to  significantly  diminish  the  need  of   the    domestic 
industry  to  obtain  derailleurs  from  abroad.     As  a  relatively  new  entrant  into  the 
complex  derailleur  market  with  a  single  model,   the  capacity  of  this  one  company 
to  provide  sufficient  supply  to  the  industry  collectively  is  unlikely  and  the  need 
for  many  additional  models  remains  unaddregsed  in  this  country. 
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Similarly,    the  Pennsylvania  Wire  Rope  Corporation  has  indicated  that 
it  has  developed  a  caliper  brake  prototype  although,    to  the  best  of  our  knowledge, 
if  such  a  prototype  exists,    it  is  not  generally  available  for  evaluation.     Thus,   bicycle 
manufacturers  cannot  be  assured  that  it  meets  their  individual  performance  criteria 
or  braking  requirements  of  the  mandatory  federal  bicyle  standard  promulgated 
by  the  U.S.   Consumer  Product  Safety  Commission.     Further,    in  a  letter  to 
Huffman  Manufacturing  Company  dated  June  25,   1976,   an  official  of  Pennsylvania 
Wire  Rope  Corporation  indicates  that  it  does  not  yet  even  have  tooling  in  its  plant 
to  make  the  brakes,    and  the  letter  implies  that  the  company  does  not  intend  to 
make  a  major  selling  effort  and  thus  presumably  no  major  production  effort, 
if  any,    at  this   time. 

Thus  it  is  clear  that  the  "availability"  of  caliper  brakes  domestically 
from  Pennsylvania  Wire  Rope  Company,    even  putting  aside  any  considerations 
of  quality,    is  not  real  and  could  not  presently  effect,    to  any  meaningful  extent, 
the  need  of  bicycle  manufacturers  to  look  to  foreign  sources  for  caliper  brakes. 

Finally,    the  Lynn  A.    Williams  Engineering  Company  makes  a  product  only 
related  to  a  component  covered  by  the  bill.     Its  product  is  a  hydraulic  caliper  brake, 
as  opposed  to  the  mechanical  caliper  brake  which  is  widely  used  throughout  the 
industry.      This  hydraulic  brake,  having  been  marketed  for  approximately  two  years 
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and  offered  generally  to  the  industry  for  one,   has  met  with  only  very 
limited  acceptance,   having  been  utilized,  to  the  best  of  our  knowledge,    by  only 
one  retailer  for  a  segment  of  its  private  label  merchandise.     Even  assuming 
acceptability  however,    Williams  is  in  no  position  to  satisfy  the  brake  component 
needs  of  the  collective  bicycle  manufacturing  industry.     According  to  an  article 
published  in  the  June  30,    1976  issue  of  the  Chicago  Daily  News,    the  Williams  brake 
was  found  to  be  faulty  due  to  leaks  of  hydraulic  fluid  and  the  first  60,  000  units 
made  were  recalled  and  ultimately  replaced.     This  forced  the  company  into 
bankruptcy  leaving  grave  questions  as  to  the  production  capabilities,    if  any  at  this 
point,    of  the  company.     In  any  event,    this  single  company  which  offers  a  hydraulic 
brake  may  not  offer  a  product  useable  by  or  satisfactory  to  all  bicycle  manufacturers 
and,    under  the  circumstances,    standing  alone,    cannot  respond  to  the  needs  of  the 
collective  industry. 

The  foregoing  discussion  concerning  the   "availability"  of  components  in 
this  country  should  in  no  way  be  interpreted  as  a  lack  of  support  by  BMA 
and  its  members  for  the  evolution  of  domestic  sources  of  supply.     To  the 
contrary,    BMA  encourages  the  development  of  products  and  production  in  this 
country,    and  its  members  welcome  intiatives  in  that  regard.     BMA  members 
have  cooperated  with  Excel,    Pennsylvania  Wire  Rope,    and  Williams  in  the 
development,    testing,    and  evaluation  of  their  products  and  will  continue  to  be 
receptive  to  and  cooperative  regarding  product  development  intiatives.      The  fact 
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is  however,    that  until  and  unless  those  or  other  companies  develop  satisfactory- 
products  in  production  lot  quantities,    the  bicycle  industry  has  no  choice  but  to 
purchase  abroad.     Thus,    as  to  all  of  the  components  covered  by  H.  R.    12254, 
there  is  no  viable  domestic  alternative  to  the  purchase  of  foreign  goods,    and, 
as  discussed,    that  includes  derailleurs  and  brakes  as  well. 

BMA  acknowledges  that  the  day  may  well  come  where  one  or  more  of  the 
components  addressed  by  H.R.    12254  is  available  from  domestic  sources, 
but  that  day  has  not  arrived  and  cannot  be  foreseen  anytime  very  soon. 
However,    it  is  with  an  eye  toward  the  development  of  domestic  capacity  that 
H.R.    12254  only  envisions  the  extension  of  duty  suspension  a  mere  18  months. 
While  this  relatively  brief  extension  is  vital  to  the  bicycle  manufacturers,    it 
creates  no  prejudice  for  domestic  industries  which  may  wish  to  undertake  or 
expand  production  of  components.     At  the  end  of  the  18  month  period  the 
Congress  can  again  review  the  situation  and  if,    at  that  time,    a  domestic 
supply  of  a  given  component  is  available,    appropriate  changes  in  the  duty 
situation  can  readily  be  made  to  accommodate  the  change  in  circumstances. 

At  the  present  time,    continuation  of  the  suspension  of  duties  is  clearly 
warranted.     BMA  urges  you  to  pass  H.  R.    12254  and  thereby  avoid  aggravating 
the  difficulties  faced  by  domestic  manufacturers  of  bicycles.     The  tariff 
inequities  are  clear  and,    given  the  lack  of  supply  in  this  country  of 
components  which  are  necessary  to  the  production  of  bicycles,    the  passage 
of  H.  R.   12254  is  vital  to  our  struggling  industry. 

Thank  you  for  your  consideration  and  providing  this  opportunity  to  comment. 
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APPENDIX  A 


MEMBERSHIP 


BICYLE  MANUFACTURERS  ASSOCIATION  OF  AMERICA,    INC 


1.     AMF  Wheel  Goods  Division 
P.O.   Box  344 
Olney,    Illinois    62450 


2.     Columbia  Manufacturing  Co.,    Inc 
Westfield,    Massachusetts    01085 


3.     Huffman  Manufacturing  Co. 
P.O.   Box  1204 
Dayton,    Ohio    45401 


4.     LRV  Industries 

2536  North  Seamna  Street 

South  El  Monte,   California    91733 


5.     Murray  Ohio  Manufacturing  Co. 
Franklin  Road 
Brentwood,    Tennessee     37027 
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UNITED  STATES  SENATE  FINANCE  COMMITTEE 


COMMENTS  REGARDING 

H.  R.   12254 

A  BILL  TO  SUSPEND  THE 

DUTIES  ON  CERTAIN  BICYCLE 

PARTS 


Schv/inn  Bicycle  Company 
1856  North  Kostner  Avenue 
Chicago,  Illinois   60639 
(312)  292-2900 

Keck,  Cushman,  Mahin  &  Cate 
8300  Sears  Tower 
233  South  Wacker  Drive 
Chicago,  Illinois   60606 
(312)  876-3400 

Attorneys  for 
SCHWINN  BICYCLE  COMPANY 
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SCHWINN  BICYCLE  COMPANY 
REMARKS  ON  H.R.  12254 

BEFORE  SENATE  FINANCE  COMMITTEE 

SUMMARY  OF  ARGUMENT 

1.  What  H.R.  12254  does: 

A.  Extends  for  eighteen  months  the  duty  suspension  on 

nine  bicycle  parts  which  has  been  in  effect  for  six  years. 

B.  Adds  five  additional  parts  to  the  duty-free  category. 

2.  Reasons  for  the  duty  suspension: 

A.  The  Tariff  Schedules  create  a  distinct  disadvantage 

to  American  bicycle  manufacturers  in  that  most  imported 
parts  are  assessed  at  15%  ad  valorem  while  most  imported 
bicycles  are  assessed  at  5.5%  ad  valorem. 

B.  Twelve  of  the  fourteen  parts  covered  by  the  bill  have  no 
domestic  sources  of  supply.   Caliper  brakes  and  derailleurs 
are  not  available  in  sufficient  quantity  and  sufficient 
quality  from  domestic  suppliers.   Schwinn  must  still  rely 
on  foreign  sources  for  these  components. 

3.  Effect  of  Expiration  of  the  Tariff  Suspension: 

A.  Inflated  bicycle  prices  to  consumers. 

B.  Loss  of  sales  to  foreign-made  bicycles. 

4.  Economic  State  of  the  industry  is  perilous: 

A.  Two  of  the  American  bicycle  manufacturers  filed  for 
bankruptcy  in  1976. 

B.  Schwinn  has  been  forced  to  drastically  reduce  its  labor 
force  as  orders  have  significantly  diminished. 

5.  It  is  essential  to  Schwinn  and  the  other  American  bicycle 
manufacturers  that  H.R.  12254  pass  the  Senate  prior  to 
adjournment  in  early  October. 
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Schwinn  Bicycle  Company  submits  these  comments  in  sup- 
port of  H.R.  12254  to  supplement  the  oral  testimony  of  Mr.  Jay 
C.  Townley,  Schwinn 's  Director  of  Product  Safety  and  Govern- 
mental Affairs,  which  was  presented  to  the  Committee  on  August 
24,  1976.   Schwinn  respectfully  requests  that  the  Committee  on 
Finance  favorably  report  this  bill  to  the  full  Senate  at  the 
earliest  opportunity  so  that  the  bill  may  be  considered  prior 
to  adjournment  of  the  session.   Without  the  passage  of  H.R. 
12254,  the  current  duty  suspension  of  bicycle  parts  in  T.S.U.S. 
Item  No.  912.05  and  912.10  will  expire  on  December  31,  1976. 

Schwinn  is  an  Illinois  corporation  with  its  sole  place 
of  business  in  Chicago,  Illinois.   Since  1895,  Schwinn  has  pro- 
duced and  sold  high  quality  bicycles  and  component  parts  and  has 
established  a  reputation  for  high  standards  of  performance  and 
workmanship.   In  1975,  Schwinn' s  sales  accounted  for  approximately 
twelve  percent  (12%)  of  all  bicycles  sold  in  the  United  States. 
Schwinn  has  perhaps  the  best  vantage  point  of  any  American  bi- 
cycle producer  in  commenting  on  the  problems  of  foreign  compe- 
tition, imports  and  exports.   Like  other  domestic  producers, 
Schwinn  imports  a  great  many  foreign  parts  which  are  either  un- 
available, not  of  sufficient  quality  or  not  available  in  suf- 
ficient quantities  in  the  domestic  market.   In  addition,  Schwinn 
also  imports  complete  bicycles  including  its  Schwinn-approved 
"Traveller",  "LeTour"  and  "Voyageur  II"  models.   These  are  high 
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quality  lug-framed  bicycles  ranging  in  price  from  approximately 
$137  to  $335.   However,  Schwinn  is  primarily  a  domestic  manu- 
facturer of  bicycles  and  wants  to  foster  the  well-being  of  the 
American  bicycle  industry.   It  is  in  pursuit  of  this  goal  that 
we  are  advocating  the  extension  of  the  current  duty  suspension 
on  certain  bicycle  parts. 

A.  History  of  the  Tariff  Suspension  of  Bicycle  Parts 

In  1970,  Representative  Fulton  of  Tennessee  first  pro- 
posed the  tariff  suspension  for  certain  bicycle  parts.   Public 
Law  91-689,  commonly  known  as  the  "Fulton  Bill,"  created  two 
duty-free  categories  in  the  tariff  schedules,  T.S.U.S.  Items  No. 
912.05  and  912.10  which  encompassed  nine  parts:  generator  light- 
ing sets,  derailleurs,  caliper  brakes,  drum  brakes,  three-speed 
hubs  incorporating  coaster  brakes,  three-speed  hubs  not  incor- 
porating coaster  brakes,  click  twist  grips,  click  stick  levers, 
and  multiple  free-wheel  sprockets.   These  duty-free  categories 
were  extended  for  an  additional  three-year  period  in  1974  by 
Public  Law  93-490.   A  copy  of  the  relevant  tariff  schedule  is 
included  as  Exhibit  A.   Absent  the  legislative  relief  of  H.R. 
12254,  these  provisions  will  expire  on  December  31,  1976. 

B.  Background  of  H.R.  12254 

The  proposed  legislation  now  before  the  Senate  was  in- 
troduced by  Representative  Daniel  Rostenkowski  of  Illinois  on 
March  2,  1976.   The  House  of  Representatives  overwhelmingly 
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approved  the  bill  on  June  22,  1976. 

H.R.  12254  has  three  operative  provisions.   First,  the 
suspension  of  tariffs  on  nine  parts  which  is  currently  in  ef- 
fect would  be  extended  until  June  30,  1978.   This  is  clearly 
the  most  important  feature  of  the  legislation.   Second,  five 
parts  -  coaster  brakes,  alloy  butted  frame  tubing,  frame  lugs, 
alloy  cotterless  crank  sets,  and  alloy  rims  -  would  be  added 
to  the  duty-free  category.   These  new  parts  are  not  available 
from  domestic  sources  of  supply  and  thus  fit  squarely  within 
the  rationale  of  the  original  tariff  suspension  legislation. 

Third,  the  words  "and  parts  of  all  the  foregoing"  would 


be  inserted  in  T . S .U . S .  -Items  No.  912.05  and  912.10.   This  lan- 
guage would  allow  subcomponents  of  the  duty-free  parts  to  also 
be  exempt  from  duty.   The  Customs  Service  takes  the  position 
that  unless  subcomponents  are  specifically  mentioned  in  a  tar- 
iff classification,  they  are  not  included.   See  for  example, 
Ruling  Number  ORR  209-71  issued  by  Mr.  A.  P.  Schifflin,  Director 
of  Tariff  Classification  Rulings,  regarding  parts  of  caliper  brakes 
which  appears  as  Exhibit  B.   While  this  issue  has  a  minor  finan- 
cial impact  on  Schwinn  and  other  manufacturers,  it  often  causes 
considerable  confusion  in  liquidating  entries  through  Customs. 
C.   Reasons  for  the  Duty  Suspension 

1.   Tariff  Disparity  Between  Parts  and  Complete  Bicycles 
There  are  two  basic  reasons  for  the  continuing  tariff 
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suspension  on  bicycle  parts.   First  and  most  importantly,  there 
is  an  anomalous  disparity  in  the  tariff  schedules  between  the 
treatment  afforded  bicycle  parts  which  are  imported  into  this 
country  for  assembly  into  Airier i can-made  bicycles  and  the  treat- 
ment given  to  imported,  foreign-made  bicycles.   Most  bicycle 
parts  fall  within  T.S.U.S.  ItemNo.  732.36  and  are  assessed  at 
a  rate  of  15%  ad  valorem.   Complete  bicycles,  on  the  other  hand, 
fall  within  T.S.U.S.  Item  No.  732.02  through  732.26  and  are 
assessed  at  rates  ranging  from  5-1/2%  to  11%.   The  vast  majority 
of  these  imports  fall  within  T.S.U.S.  Item  No.  732.18: 
"Bicycles : 

Having  both  wheels  over  25  inches 
in  diameter: 

Valued  over  $16.66-2/3  each." 
This  category  carries  a  rate  of  5.5%  ad  valorem  for  column  1 
countries.   This  strange  feature  of  the  tariff  schedules  creates 
an  inequitable  competitive  disadvantage  for  American  bicycle 
manufacturers.   For  example,  Schwinn  imports  spokes  from  Germany 
for  use  in  its  bicycle  production  in  Chicago.   These  spokes  are 
assessed  at  15%  ad  valorem.   If  the  very  same  spokes  were  in- 
corporated into  a  European  bicycle  and  sent  to  this  country, 
they  would  be  assessed,  as  part  of  the  complete  bicycle,  at  5.5% 
of  their  value.   Obviously,  this  gives  foreign  manufacturers  a 
significant  cost  advantage  in  marketing  their  bicycles.   A  sus- 
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pension  of  tariffs  on  the  parts  embodied  in  T.S.U.S.  Items  No. 
912.05  and  912.10  partially  compensates  for  this  ongoing  dis- 
parity. 

Absent  the  legislative  relief  "embodied  in  H.R.  12254 , 
on  January  1,  19  7  7  the  nine  parts-  whirC&  have- for- ^the  last  six — 
years  been  entered  into  this  country  duty-free  will  be  subject 


to  15%  ad  valorem  duty.   The  increased-  cost  te  the— manuf acturer , 
particularly  in  light  of  the  depressed  state  of  the  American 
bicycle  manufacturing  industry,  will  inevitably  have  to  be 
passed  on  to  the  consumer  in  the  form  of  higher  prices.   The 
more  costly  American-made  bicycles  are,  the  more  favorable  will 
be  the  position  of  foreign  bicycles  in  the  American  market.  The 
truth  of  this  assertion  is  best  illustrated  by  the  interest  of 
the  American  Association  of  Bicycle  Importers  in  the  considera- 
tion of  H.R.  12254.   In  opposing  the  legislation,  the  AABI  im- 
plicitly confirms  that  the  defeat  of  this  bill  and  the  expira- 
tion of  the  duty-free  categories  will  increase  the  cost  of 
American  bicycles  and  hence  improve  the  business  interests  of 
foreign  bicycle  manufacturers  and  importers. 

The  report  which  accompanied  the  original  tariff  sus- 
pension (Senate  Finance  Committee  Report  No.  91-1536,  December 
30,  1970)  stated  that  the  purpose  of  the  bill  was 

"...to  improve  the  competitive  ability 
of  domestic  manufacturers  of  bicycles 
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by  temporarily  suspending  the  duty 
on  imports  of  certain  bicycle  parts 
and  accessories,  thereby  reducing 
their  costs."   1970  U.S.  Code  Cong, 
and  Admin.  News,  p.  6115. 

At  that  time  imports  comprised  approximately  28%  of  the  total 
U.S.  market.   Since  that  time  market  share  percentages  have 
varied  greatly.   Encouraged  by  the  Kennedy  Round  staged  reduc- 
tion of  tariffs  on  complete  bicycles  from  1968  through  1972, 
bicycle  imports  climbed  to  a  level  of  37%  of  the  total  U.S. 
market  in  1972.   In  subsequent  years  these  market  share  percent- 
ages have  subsided  substantially  but  imports  still  constitute  a 
significant  portion  of  the  American  market  and  in  1976  occupied 
only  slightly  less  than  the  percentage  they  did  in  1970  when  the 
suspension  on  certain  bicycle  parts  was  first  introduced.   See 
Exhibit  C  for  complete  statistics  from  1895  through  1975. 
2 .   Lack  of  Domestic  Sources  of  Supply 

The  second  major  reason  for  enacting  the  "Fulton  Bill"  in 
1970  was  the  fact  that  the  parts  included  were  not  generally 
available  from  domestic  sources  of  supply.   It  seemed  pointless 
to  assess  duties  on  parts,  and  hence  raise  the  cost  of  the  bi- 
cycle to  manufacturers  and  to  consumers  alike,  when  the  manu- 
facturers were  compelled  to  purchase  parts  from  abroad  anyway. 
Although  the  domestic  supply  situation  has  changed  somewhat 
since  the  last  extension  of  the  duty  suspension,  Schwinn  is  still 
completely  dependent  on  foreign  sources  of  supply  for  the  four- 
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teen  parts  covered  by  H.R.  12254.   With  or  without  the  passage 
of  H.R.  12254  Schwinn  will  still,  out  of  necessity,  purchase 
all  of  the  fourteen  parts  included  in  this  bill  from  its  Asian 
and  European  suppliers.   Twelve  of  the  fourteen  parts  have  no 
domestic  sources  of  supply  whatever.   The  new,  limited  sources 
for  derailleurs  and  caliper  brakes  are  explained  in  detail  below. 
However,  because  of  insufficient  quality,  Schwinn  cannot  utilize 
these  sources. 

In  1975  alone,  Schwinn  purchased  $6,098,990  worth  of  parts 
currently  in  the  duty-free*  categories.   If  the  tariff  suspension 
had  not  been  in  effect,  this  would  have  resulted  in  additional 
payments  to  the  U.S.  Customs  Service  of  $928,968.90.   See  Exhibit 
D  for  a  detailed  breakdown  of  Schwinn' s  1975  purchases  of  parts 
covered  by  H.R.  12254.  As  will  be  explained  in  more  detail  below, 
Schwinn  lost  money  in  its  bicycle  production  operations  in  1975. 
There  is  no  feasible  way  in  which  this  additional  duty  could 
have  been  absorbed  by  the  Company.   Of  necessity,  consumer  prices 
would  have  been  raised  to  absorb  these  increased  costs. 

It  is  also  significant  to  look  at  the  statistics  on 
Schwinn's  importation  of  five  parts  which  H.R.  12254  would  add  to 
the  duty-free  categories.   In  1975  Schwinn  purchased  261,352 
coaster  brakes  from  Mexico  and  Japan  at  a  cost  of  $741,717.  Schwinn 
paid  duty  on  these  entries  of  $111,257.55,  yet  there  is  not  a 
single  source  of  coaster  brakes  in  the  United  States  at  this  time. 
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Schwinn  submits  that  this  situation  is  a  strong  illustration  of 

the  need  for  duty  suspension  on  fourteen  selected  parts  in  H.R. 

12254. 

D.   The  New  Domestic  Source  of  Supply 

Of  the  fourteen  parts  in  H.R.  12254,  twelve  have  absolutely 
no  domestic  sources  of  supply.   The  American  sources  of  the  other 
two  parts,  caliper  brakes  and  derailleurs ,  as  explained  below, 
are  new,  largely  untested  and  available  only  in  limited  quality 
and  limited  quantity.   For  these  reasons,  Schwinn  must  still 
look  to  foreign  sources  for  these  parts. 

Since  October  1974  when  the  last  tariff  suspension  bill 
was  enacted  limited  domestic  production  of  derailleurs  has  been 
initiated  by  Excel  Incorporated,  a  Division  of  Beatrice 
Foods.   Quotations  which  Schwinn  has  received  from  Excel  are 
below  prices  charged  by  foreign  derailleur  makers.   Schwinn  has 
examined  in  detail  and  tested  the  Excel  derailleur  and  made  a 
business  decision  that  it  cannot  incorporate  this  component  due 
to  insufficient  quality.   Similarly,  the  Pennsylvania  Wire  Rope' 
Company  has  recently  developed  prototypes  of  a  caliper  brake 
although  Schwinn  is  not  aware  of  any  production  sales  of  this 
component  as  of  this  date.   Schwinn  conducted  extensive  testing 
on  this  component,  as  well,  and  similarly   rejected  its  inclu- 
sion on  Schwinn  merchandise  because  of  insufficient  quality. 

Another  brake  manufacturer,  Lynn  A.  Williams  Engineering 
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Company,  has  within  the  last  year  developed  and  offered  for  sale 
a  new  "hydraulic"  braking  system.   Schwinn  engineers  have  been 
in  contact  with  their  counterparts  at  the  Lynn  A.  Williams 
Engineering  Company  since  1972,  advising  as  to  the  performance 
specifications  which  Schwinn  required  in  its  brakes  and  suggest- 
ing changes  and  improvements  which  they  felt  might  be  of  value. 
Schwinn  thoroughly  tested  the  Williams  hydraulic  brake  when  it 
was  finally  developed  and  concluded  that  it  did  not  meet  Schwinn 's 
standards  of  quality. 

Subsequent  events  may  have  mooted  the  whole  question  of 
the  viability  of  the  Lynn  A.  Williams  Engineering  Company  as  a 
domestic  supplier.   As  described  in  a  June  30,  1976  article  in 
the  Chicago  Daily  News,  100,000  of  the  Williams'  brakes  were 
sold  for  use  on  Sears,  Roebuck  &  Company  bicycles.   After  60,000 
units  had  been  manufactured,  a  defect  was  discovered  which  re- 
quired either  repair  of  the  brakes  at  a  cost  of  $1.91  per  unit 
or  complete  replacement.   Although  the  company  had,  according 
to  the  article,  expected  a  profit  of  $100,000  in  1975,  a  time 
when  the  tariff  suspension  on  caliper  brakes  was  in  effect,  the 
cost  of  replacing  the  defective  brakes  drove  the  company  into 
severe  financial  difficulties.   On  May  24,  1976,  a  petition 
under  Chapter  XI  of  the  bankruptcy  laws  was  filed  in  the  United 
States  District  Court  for  the  Northern  District  of  Illinois. 

Prior  to  the  consideration  of  H.R.  12254  in  the  House  of 
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Representatives,  the  Commerce  Department  and  International  Trade 
Commission  reviewed  in  detail  the  American  production  of  parts 
covered  by  the  bill.   In  the  Subcommittee  on  Trade  Hearings, 
Mr.  Sterling  Nicholson  of  Commerce  recommended  that  the  bill  be 
passed  but  suggested  that  the  three-year  extension,  which  was 
originally  in  the  bill  when  introduced,  be  reduced  to  eighteen 
months.   Commerce  Department  representatives  reasoned  that  after 
that  shorter  period,  it  would  be  possible  to  evaluate  whether 
the  new  American  parts  producers  could  supply  adequate  quality 
and  quantity  to  the  bicycle  manufacturers.   The  Committee  on  Ways 
and  Means  in  the  House  of  Representatives  accepted  this  recom- 
mendation and  limited  the  extension  to  June  30,  1978. 

Schwinn  does  not  object  to  this  shortened  period.   The 
Company  has  no  preference  whatsoever  as  to  where  it  purchases 
its  parts.   It  simply  seeks  a  combination  of  top-flight  quality 
coupled  with  competitive  pricing  in  choosing  its  suppliers. 
However,  the  quality  consideration  is  foremost.   Schwinn,  the 
fourth  largest  American  bicycle  manufacturer,  is  dependent  on 
its  quality  image  and  reputation  in  maintaining  its  viability 
in  the  market.   In  addition,  under  the  new  United  States  Con- 
sumer Product  Safety  Commission  bicycle  safety  regulation, 
Schwinn  and  other  manufacturers  must  certify  that  their  bicycles 
meet  sixty-four  detailed  manufacturing  requirements.   Failure 
to  comply  with  any  of  these  comprehensive  specifications  subjects 
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the  manufacturer  to  a  repurchase  of  all  noncomplying  units.   It 
is  thus  absolutely  essential  that  Schwinn  be  perfectly  sure 
that  all  components  meet  both  the  minimum  federal  requirements 
and  Schwinn 's  own  high  standards  of  performance  and  design. 

Schwinn  respectfully  submits  that  it  will  be  forced  to 
purchase  both  derailleurs  and  caliper  brakes  from  abroad  with 
or  without  the  passage  of  H.R.  12254  until  such  time  as  domestic 
producers  match  the  quality  of  foreign  components.   Schwinn  does 
not  believe  that  its  costs  and  consumer  prices  should  be  arti- 
ficially inflated  with  extra  tariff  duties  to  protect  unproven 
sources  of  supply.   Schwinn  further  submits  that  the  Commerce 
Department  suggestion,  as  now  embodied  in  H.R.  12254,  provides 
an  early  reevaluation  of  the  American  supply  situation  and  is 
equitable  for  all  parties  concerned. 

E .   Financial  Condition  of  Schwinn  and  the  American  Bicycle 
Industry 

The  relief  offered  by  this  tariff  suspension  bill  is  of 
critical  importance  to  Schwinn  particularly  at  this  point  of 
time.   Schwinn  and  other  bicycle  manufacturers  are  facing  one 
cf  the  most  difficult  periods  in  their  history.   In  .the  late 
1960's  and  early  1970's,  demand  for  bicycles,  both  imported  and 
domestic,  exploded.   However,  the  famed  "bicycle  boom"  has  evi- 
dently run  its  course.   In  1974  total  market  consumption  slumped  by 
over  1,000,000  units  to  14,105,775.   In  1975  the  total  market  was 
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down  almost  50%  to  7,29  3,7  84  units.   Schwinn  alone  experienced 
a  staggering  36%  decline  in  1975.   As  can  be  seen  from  Exhibit 
E,  Schwinn' s  sales  figures  for  1976  are  running  significantly 
behind  the  1975  pace. 

The  effect  of  the  reduced  sales  on  the  workers  at  Schwinn 
has  been  devastating.   Included  as  Exhibit  F  are  Monthly  Reports 
on  Labor  Turnover  for  1972  through  July,  1976  which  Schwinn  has 
filed  with  the  Illinois  Department  of  Labor.   In  1972  monthly 
employment  levels  were  consistent  and  steady  in  the  1,900  to  2,200 
range.   During  every  month  of  1973,  over  2,200  Chicago  workers 
were  on  the  Schwinn  payrolls.   This  trend  continued  through  much 
of  1974  until  market  demand  lagged  drastically  in  the  fall.   With 
no  orders  to  fill,  Schwinn  was  forced  to  lay  off  over  1,000  em- 
ployees in  late  1974.   January  1975  was  the  worst  month  in  this 
period  with  only  841  workers  on  the  payrolls. 

Although  many  of  these  workers  were  rehired,  there 
have  been  periodic  layoffs  throughout  1975  and  1976  as  sales  con- 
tinued to  decline.   The  official  labor  reports  clearly  show  that 
the  monthly  average  of  employees  at  Schwinn  during  1975  was  1,525. 
So  far  in  19  76  the  average  has  sunk  to  1,4  86  -  a  far  cry  from  the 
2,200  of  1973. 

As  sobering  as  these  figures  are,  they  do  not  reflect  the 
full  scope  of  our  difficulties.   In  an  effort  to  keep  as  many 
Schwinn  workers  as  possible  on  the  job,  the  Company  has  been 
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forced  to  resort  to  many  four-day  work  weeks  throughout  1975 
and  1976.   The  very  week  these  hearings  are  being  held,  there 
will  only  be  four  days  of  bicycle  production  in  our  Chicago 
plant. 

When  Schwinn  and  other  manufacturers  speak  of  economic 
hardship  and  serious  erosion  of  "our  work  force,  it  is  not  based 
on  abstract  philosophizing  or  unsubstantiated  theories.   Schwinn 
faces  the  unpleasant  prospect  of  laying-off  large  numbers  of  its 
workers  on  a  month-by-month,  week-by-week  basis. 

The  financial  picture  at  Schwinn  is  similarly  distressing. 
The  bicycle  manufacturing  operations  resulted  in  a  significant 
loss  in  1975.   It  is  clear  that  Schwinn  would  not  have  been  able 
to  absorb  the  approximately  $1,000,000  in  additional  duties  which 
would  have  resulted  if  the  tariff  suspension  had  not  been  in 
effect  in  that  year.   These  additional  costs  would,  of  necessity, 
have  been  passed  on  to  the  consumers. 

Other  manufacturers  have  experienced  even  greater  diffi- 
culties.  Iverson  Cycle  Corporation  filed  Chapter  XI  proceedings 
in  bankruptcy  in  March  of  this  year.   H.  P.  Snyder  Company,  a 
subsidiary  of  0.  F.  Mossberg  &  Sons,  Inc.,  terminated  its  bicycle 
production  on  May  7,  1976  after  81  continuous  years  in  business. 
Shortly  thereafter,  on  June  18,  1976,  that  company  also  filed  a 
petition  under  Chapter  XI  of  the  bankruptcy  laws. 

It  is  clear  that  the  small  and  dwindling  American  bicycle 
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manufacturing  industry  is  suffering  a  severe  depression.   With- 
out the  extension  of  the  duty  suspension,  the  American  bicycle 
manufacturers  will  be  forced  to  make  a  decision  between  equally 
unacceptable  choices.   They  must  either  absorb  the  increased 
duty,  even  though  most  manufacturers  have  been  operating  at  a 
loss  for  the  last  eighteen  months,  or  they  must  increase  the 
cost  of  their  product  to  the  consumer.   This  latter  action  would 
cause  a  senseless  inflation  of  prices  and  would  inevitably  result 
in  a  loss  of  sales  for  American  bicycle  manufacturers. 

Conclusion 


For  all  the  foregoing  reasons,  Schwinn  Bicycle  Company 
respectfully  requests  that  the  Committee  on  Finance  favorably 
report  H.R.  12254  to  the  full  Senate  at  the  earliest  opportunity. 
Time  is  of  the  essence.   The  current  tariff  suspension  expires 
on  December  31,  1976.   If  H.R.  12254  is  not  passed  by  the  full 
Senate  prior  to  its  adjournment  in  early  October,  the  tariff 
suspension  will  expire  causing  bicycle  prices  to  be  unneces- 
sarily inflated,  losses  to  manufacturers  to  be  compounded  and 
American  jobs  to  be  jeopardized.   Schwinn  submits  that  the  logic 
which  justified  the  tariff  exemption  of  1970  and  1974  is  stronger 
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than  ever  in  the  troubled  market  of  1976, 


Respectfully  submitted 


.  Townley     " 


Scnwinn  Bicycle  Company 
1856  North  Kostner  Avenue 
Chicago,  Illinois   60639 
(312)  292-2900 


/■ 


■    ,     / 


Brock  R.  Landry     ' 

Keck,  Cushman,  Mahin  &  Cate 
8300  Sears  Tower 
233  South  Wacker  Drive 
Chicago,  Illinois   60606 
(312)  876-3400 

Attorneys  for 

SCHWINN  BICYCLE  COMPANY 
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EXHIBIT    A 


TARIFF  SCHEDULES  OF  THE  UNITED  STATES  ANNOTATED  &975) 


Al'PENIiLX  TO  THE  TARIFF  SCHEDULES 
Part  I.   -  Temporary  Legislation 


-  U 

13  -  912.10 


CcrptT  >-3nnp   ores    and  saterials    [ps 

In  It*?.-.  6:;..'j  or  605. SO,   j^cir:    1,   schedule  6). 


•    plat  inu-i   an.!    r  ,- 
■ 

.;   caproltictim 


- 


... 


I  rcial    tariff  t rcntr 


FrM    :\    i  \X.y 

rc~(T  con- 


tffe^Hv*    C-ri 


S?    cha-.^c 
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EXHIBIT    B 


customs  i:jfor;!atio;j  exchange 

U.S.  Custc-.r.housG    Bowling  Green 
New  York,  Nsw  York  10304 


ORR  Ruling      209-71 

May  12,    1071 
Bureau  Filo:''rG    433.7    C 
Dots: 

March  26,   1?71 


REFERENCE:      lt™  732.36,   TSUS. 


5UDJGCT:  Brake  cables,   brake  shoes  and  levers   for   caliper  brakes 

classifiable  under  item  732.36,  TSUS. 


In  a  letter  dated  February  16,  1971,  you  inquire:!  ns  to  the  dutiable 
Status  of  brake  cables,  brake  shoes,  and  levers  for  caliper  brakes. 

For  the  purpose  of  this  reply  it  is  assuncci  that  the  subject  [Merchan- 
dise is  not  the  product  (if  any  cf  the  co-:.unist  countries  listed  in 
the  attached  copy  of  General  Ileadnote  3(e),  Tariff  Schedules  of  the 
United  States  (TSUS) . 


It  is  the  opinion  of  the  Bureau  that  while  the  subject  articles  are 
parts  of  caliper  brakes  t.iey  are  excluded  fron  free  entry  under  iten. 
912.10,  TSUS,  because  there  is  no  provision  for  parts  thereunder. 

Accordingly,  such  parts  are  classifiable  under  the  provision  for  other, 
parts  of  bicycles  in  iter,  732.36,  TSUS,  with  duty  at  the  rate  of  1G 
percent  ad  valorem. 

Sincerely  yours, 

(Signed)  A.  P.  Schifflin 

Acting  Director 

Division  of 

Tariff  Classification  Rulings 


Paul  Keeper 

Acbinr  Director 
KOTE:      Thin    eirculr.x  r -y  be   rclcr.ced    to    the    v  V,!!c   only   if    the   nnuc   end 
eddrese    of    recipient    rr.d    ether    idcnli  f  yfr/J    :.    terial    r.re   de] 
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EXHIBIT    C 


FeOmarv  Warcn    1976 


SCHWINN  REPORTER 


UQ   ^'fMin!.^  H!9r''o*  Sf-r5-k$5oc    IPCC  Tn  1Q7C 


.  — 

i 

-1,1-1- 

■      !      -      1         1     : 

wr 
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S-  'VENT 

bicycus 
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—     J  SI 
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V-'U      ifr-,-r 

"<t  ■;•,,. v 

•■:•,, 

5CHW  s\    3lCrCl 

:.:■■■- 
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popuution 

•j  of  ;or;i 

■-,  W 
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MARKET 
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bicycus 
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OF 
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65  530 

300.000 
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Total: 

198.992 
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24.628 

Per  rear 

1 

1896 

70.28! 

1            • 
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2  DOO.OCO 

1 
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100.0 

....      1      . 

1898 

72  4=4 

| 
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1.132.521 
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1000 

1900 
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1.182  S50 

1. 132. 350 
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1000     | 
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"■««    !             i         1 

1 

1902 

79  160       j 

1            - 

1903 

30532        | 

53,465 

7 

1904 

32  165 
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30 
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30  213 

.2 

8.0 

30 

1905 

53  3.-3        1 
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46.991 

5 

1907 
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.4 
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26 

100.0 
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5 
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3 
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3 
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3 
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4.0 
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.5 
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5 
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" 
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53  337 

3 
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55 
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5 

3.3 

3  3 

1919 
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4 

95 
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62 
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EXHIBIT    C 


SCHWINN  REPORTER 


$iat.3iic3-I885  To  1375 


»_► 

: 

-:                                    1     : 

*     1         1    : 

TEAR 

US*. 
RESiDEHT 
POPUU!  DK 

rTHOJSJSSSt 

DOMESTIC 

iNO'jsm 

SHIPVENT   - 
BICTCUS 

OPORTS 
-      U.S.*.        - 

bicycles 

IMPORTS 

USA.     - 
BICTCUS 

TOTAL  U    S.  V 

UIE1  '■"> 

IV  SN-JMPTCNl 
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H    5  CYCLE 
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NY 

BICTCUS 

bicycles 
pcmunod 
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IMMSTOT 

",  OF  TOTAL 
MARKET 

IX-2T5 
",  OF 
TQ-JL 

MARKET 

SHIPMENTS 
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BICTCUS 
PER  1000 

POPULATION 

PERCENT 

OF 
MARKET 
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Footnotes: 


Source- Seres  P25  =33 


i- Bureau  01  Census 


1  Scu'cvs  and  Descriptions: 

Column  r  i         P.pu.ii.oa    from  L"  a  Ooo«rtm*ci 


Column  -6  B..n  .*r     ono  I  ouul.t.on— Tout  M.rk.t    Column  I 

Co'umn  47  LwKrtjt  lndu»u-y    "-  of  Tout  Market    Column  -i 

Column  ^3  Impofui        of  Tout  Marktt    Column  44  di**J«d  by 

Column  -10  \^nn  ft.'..-..  Comoanv  [tlc.(lrt  ^t  1000 

Column  rll  SetWtntn  8.cv.»  Compare     ..  of  MaHMI:  Co'umn  r» 
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EXHIBIT  D 
Rostenkowski  Bill  -  F-jhwinn  Import  Statistic: 


Volume  Purchajes 
in  1975 


Parts  currently  duty-free  under  T.S.U.S.  Item  No.  912.05  and  912.10: 

1.  Generator  lighting  sets  111,127         $   353,010 

2.  Derailleurs  984,743          2,031,633 

3.  Caliper  brakes  1,141,199          2,019.778 

4.  Drum  brakes  2,347             10,069 

5.  Three-speed  hubs  incorporating 

coaster  brakes  4,494  52,500 

6.  liiree-speed  hubs  not  incorporating 

coaster  brakes  47,042  272,844 

7.  Click  twist  grips  -0-  -0- 

8.  Click  stick  levers  -0-  -0- 

9.  Multiple  free  wheel  sprockets  508,952  1,359,156 

Subtotal  $6,098,990 

Parts  which  H.R.  12254  adds  to  duty-free  category: 

1.  Coaster  brakes 

2.  Alloy  butted  frame  tubing 

(sets  for  1  bicycle) 

3.  I rame  lugs  (for  1  bicycle) 

4.  Alloy  cotterless  crank  sets 

5.  Alloy  rims  (pairs) 


261,352 

741 
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775 

11 
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775 

4 

007 

775 

44 

175 

775 

6 

123 

Subtotal 
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807 

422 

TOTAL 

$6 

,906 

412 

■20- 
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STATE 

REPORT  NO.      1            INO. 

ARFA     |LOCAL  OFF. 

MONTHLY  REPORT  ON  JOB  OPENINGS 
AND  LABOR  TURNOVER 


EXHIBIT    F 


ILLINOIS  DEPARTMENT  OF  LABO 
BUREAU  Or  employment  SECURITY 
RESEABCM    ANO   STATis-lCS    SECTION 


CHANCE  NAME  AND  MAILING  AOORESS  IF   INCO  R  RECT-INCLUOE  ZIP  COOE 

r  "i 


79-51    X    76  1       GO  3022 


SCHvil.MN    C1CYCLE    CC-PERS    M  ER 

1556    N    KCSTNER    CHICAGO    ILL       60639 


The  Bureau  of  Labor  Statistics,  the  Manpower  ^dmmisrralton.  and 
Ihe  Stale  agencies  cooperating  in  their  statistical  programs  will  hold  ail 
information  furnished  by  ihe  respondent  in  strict  confidence. 


L_ 


Before  emering  data  see  explanations  on  other  side 
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INSTKUCTIONS  FOR  COMI'LI/IINC,  1  HIS  I  ORM 


I.  LAIiOR  TURNOVER 
Tl  RIOD  COVERED     Information  on  labor  lurnovt 


nJar  month   specified 


Column  10   M  W    Ml 

additions    lo    [lie   cm 

■i  through       been  employed  in  ihi 

all  back.  Persons  ir. 
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EXHIBIT    F     (cont'd.) 


abhshmcnl,  or  (2J  former  employees  v  mi  did  nol 
rred  lioni  other  csiabhshmcnis  of  ihe  company 
ier  accessions." 


and  ending  dales  lor   I  lie   inonllily   period   lor  which   turnover  data  arc       Co 
reported. 


SEPARATIONS  (ALL  EMPLOYEES) 
Column  4   TOTAL  SLPARA1  IONS  -Lnler  Hie  sum  of  columns  5  through 


RECALLS  -Recalls  arc  permanent  or  temporary  additions  10 
the  employment  roll  o!  persons  specifically  recalled  lo  a  job  in  the  same 
establishment  ol  the  company  lolloping  a  period  of  las  oil  lasting  more 
than  seven  consecutive  days  1  mployccs  called  Horn  a  lay  oil  in  a  different 
establishment  of  the  company  aie  lo  be  classilicd  as  a  transfer  and  reported 
in  column  12  -OIIIER  ACCESSIONS. 


8.  Column  12   OTHER  ACCESSIONS  -Include  all  additions  lo  the  employ 

mem  roll  other  tlian  neve  hires  and  recalls.  This  includes  transfers  from 
Columns  QUITS  -A  quit  is  a  termination  of  employment  initiated  by  other  establishments  of  the  company,  and  former  employees  returning 
the  employee  for  any  reason  except  to  retire,  lo  transfer  to  another  from  miblary  leave  or  other  absences  without  pas  who  have  been  counted 
establishment  of  the  same  linn,  or  for  service  in  the  Armed  forces.  Include.,     as  separations.  Employees  involved  in  labor-management  disputes  should 


a  person  who  fails  to  report  after  being  lined  (if  previously  counted  as  an 
accession)  and  an  unauthorized  absence  H  on  Ihe  last  day  of  Ihe  month  the 
person  has  been  absent  more  than  7  consecutive  calendar  days. 

Column  6  DISCHARGE  A  discharge  is  a  termination  of  employment 
mutated  by  the  employer  lor  such  reasons  as  incompetence,  violation  of 
rules,  dishonesty,  laziness,  absenteeism,  insubordination,  failure  to  pass 
probationary  period,  cic  Inability  to  meet  organization's  physical  stan- 
dards should  be  reported  in  olher  separations,  column  X. 


nol 


ted  as  accessions  when  ihcy  reiurn  I 


cork. 


Column  7   LAYOFFS  -A  layoff  is  a  suspension  1 

expected  to  last  more  lhan  7  consecutive  calendar  days  without  pay. 
initialed  by  the  employer  without  prejudice  to  the  worker  for  sudi  rca 
sons  as  lack  of  orders,  model  changeover,  termination  of  seasonal  or  lent 
porary  employment,  inventor)  -taking,  introduction  of  labor  saving  devices 
plant  breakdown,  shortage  of  materials,  etc .;  include  temporarily  jur 
loughed  employees  and  employees  placed  on  unpaid 


PERIOD  CO VI  Rl  U 

for  one  pay  period  I  j 
s  (lastui'-  or        calendar  month  lor  » 


II.  EMPLOYMENT 

iploymenl  information,  column  13  is  requested 
rablv  one  week)  which  includes  the  12th  of  [be- 
labor turnover  daia  arc  reported. 


Column  13  TOTAL  NUMBER  -Lntcr  the  lolal  number  of  persons  on  ih. 
payrolls  of  the  establishment! s)  covered  in  tins  report  who  worked  full-  or 
part-time  or  received  pay  for  any  pari  of  the  pay  period  (preferably  one 
week). 


itcludc  salaried  officers  of  corporations,  executives  and  their  staffs,  and 
mployccs  engaged  in  force-account  construction  but  exclude  proprietors. - 
lumbers  of  unincorporated   lirms.  and   unpaid   family   workers.  Include 

n   vacations  and   sick    leave   if   they   received  pay   directly  Irem 

for  the  pay  period  covered. 


Column8   ONIER   SEPARATIONS       Include   only   terminations  of  c 

ploymenl  lor  military  duly   lasting  or  expected  lo  l.isi  more  than  M)  calen-  ""■"' 

dar  days,  retirement,  death,  permanent  disability,  failure  to  meet  required  PCI 

phv  sieal  standards,  and  transfers  of  employ  ees  lo  another  establishment  of  >°" 
the  company    NOT  I  :    If  you  include  any  olher  tv  pes  of  separations  in  ihis 

column,  mention  the  number  and  type  under  Comments.  1  mployccs  in-  Exclude  persons  on  leave  without  company  pay  the  enure  period  and  pc 

volvcd  in  labor-managcmc.nl  disputes  should  nol  be  counted  as  separations.  sioners  and    members  ol    the  Armed   1  orees  carried  on   the  rolls  bul  n. 

working  during  the  pay  period  covered. 


ACCESSIONS  (ALL  EMPLOYEES) 

Column  9  TOTAL  ACCESSIONS  -An  accession  is  any  permanent  or  tem- 
porary addition  to  the  employment  roll  whether  of  new  or  former  em- 
ployees, or  transfers  Irom  another  establishment  of  the  company.  1  ntei  in 
column  9  Ihe  sum  of  columns  10  thru  12.  Employees  involved  in  labor- 
managemer.t  disputes  should  not  be  counted  as  accessions  when  they  re- 
turn lo  work. 


111.  COMMENTS 

Column  IS  YOLR  COMMENTS  -Enter  ihe  in. 
significant  month-lo-monih  changes  in  Labc 
through  12)  and  Employment  (column  1.1). 


tactors  responsible  for 
Turnover    icolumns    » 


■27- 
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August  20,  1975 


Mr.  Michael  Stern,  Staff  Director 
Committee  on  Finance 
2227  Dirksen  Senate  Office  Building 
Washington,  D.C.   20510 


STATEMENT  ON  BEHALF  OF  THE 

LYNN  A.  WILLIAMS  ENGINEERING  COMPANY 

IN  REFERENCE  TO  HOUSE  BILL  HR  12254 


Mr.  Chairman  §  Members  of  the  Committee: 

My  name  is  Lynn  A.  Williams  and  I  request  that  brakes  and  other  bicycle  components 
be  deleted  from  the  referrad  to  duty  suspension  bill. 

There  are  facilities  for  the  domestic  manufacture  of  bicycle  brakes. 

There  are  facilities  for  the  domestic  manufacture  of  bicycle  derailleurs. 

Sears,  Roebuck  §  Company  is  now  marketing  a  bicycle  with  the  domestic- 
made  William's  hydraulic  brake  and  with  a  domestic-made  derailleur. 

Bicycle  components  should  be  made  in  the  U.S.A.  in  order  to  provide 
additional  jobs. 

In  1971,  the  Lynn  A.  Williams  Engineering  Company  began  the  development  in  the 
USA  of  a  bicycle  caliper  brake  system.   Without  any  large  financial  backing  we 
spent  two  years  in  the  development  of  a  hydraulic  caliper  brake  which  is  com- 
petitive in  cost  and,  we  believe,  safer  in  operation  that  the  conventional 
caliper  brakes  imported  mostly  from  the  Orient  (and  also  from  Switzerland  and 
Germany) . 

The  development  was  carried  out  in  such  a  way  as  to  yield  good  and  safe  performance 
and,  equally  important,  to  utilize  the  American  manufacturing  technology  which  is 
the  most  advanced  for  mass  production  at  low  cost.   Unlike  the  imported  brakes 
made  by  a  rather  unusual  slush  forging  process  not  well  advancedin  this  country, 
our  brakes  were  designed  to  use  metal  stamping  for  the  load  bearing  parts  and 
plastic  injection  molded  parts  for  the  others.   These  are  among  the  two  most 
advanced  manufacturing  processes  in  America.   Highly  automatic  and  not  dependent 
on  low  labor  cost,  they  can  and  do  compete  successfully  with  manufacturing 
anywhere  in  the  world. 
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Moreover  there  is  abundant  available  capacity  for  the  production  of  pressed 
isetal  parts  and  the  plastic  molded  shells  and  covers. 

One  (and  only  one)  large  U.S.  firm,  Sears,  Roebuck  5  Company,  showed  an 
immediate  interest  in  our  brake,  this  based  upon  a  preliminary  riding  test 
in  January  1974. 

Thereupon,  a  long  test  program  by  the  Sears  laboratories  ensued:  stopping  tests, 
road  tests,  endurance  or  life  tests,  corrosion  tests,  etc. 

Then,  at  Sear's  request,  the  handlebar  actuator  was  redesigned  for  better  style. 

By  June  of  that  year,  Sears  placed  an  order  conditioned  upon  compliance  with 
(then  inchoate)  federal  safety  standards  and  upon  additional  tests  to  be 
performed  by  Sear's  bicycle  supplier,  The  Murray  Ohio  Manufacturing  Co.   Those 
tests  ran  through  the  fall  of  1974,  through  the  winter  and  into  the  spring  of 
1975. 

The  brakes  have  now  been  installed  upon  thousands  of  Sears  bicycles,  thousands 
have  gone  into  service.   Thus  far  there  have  been  very  few  service  complaints. 
A  copy  of  an  ad  from  the  Chicago  Daily  News  dated  August  19,  1976,  is  attached. 
Note  the  reference  to  hydraulic  brakes.   These  are  the  brakes  we  manufactured. 
The  dies,  molds  and  tools  for  parts  have  been  fabricated  for  a  production  rate 
(single  shift)  of  one  million  brakes  per  year.   To  increase  the  capacity  requires 
only  additional  shifts  or  additional  duplicate  dies  and  tools. 

When  we  embarked  upon  this  venture  we  were  told  by  prospective  buyers  that  upon 
establishing  U.S.  manufacturing  facilities,  the  basis  for  the  tariff  exemption 
under  the  Fulton  Act  would  no  longer  exist.   This  was  an  important  encourage- 
ment to  our  dev3lopment  and  our  entry  into  this  business. 

But  now  we  read  in  the  testimony  that  there  is  no  U.S.  manufacturer  of  caliper 
brakes. 

Mr.  Shannon  for  the  Bicycle  Manufacturers  Association  of  America  testified 
for  "...  continued  suspension  of  duty  on. bicycle  parts  such  as  brakes,  hubs 
and  sprockets  which  are  not  presently  manufactured  domestically  and  on  derailleurs 
which  is  (sic)  manufactured  by  one  sole  source  in  limited  quantities". 

In  addition  to  our  domestic  manufacture  of  brakes,  there  is  a  new  factory  for 
brakes  established  by  a  Japanese  firm  in  North  Carolina  selling  a  well-known 
and  widely  used  Oriental  style  caliper  brake  under  the  trade  name  Dia-Compe. 
Pennsylvania  Wire  Rope  Company  has  the  design,  capital  equipment  and  plant 
space  to  manufacture  bicycle  caliper  brakes. 

Obviously,  U.S.  component  makers  manufacture  no  more  than  they  can  sell.   But 
a  bicycle  brake  is  not  a  big  item.   If  properly  designed  for  high  production 
the  productive  capacity  can  be  expanded  to  meet  the  demand  all  within  normal 
lead  times. 
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Sears  also  markets  an  American  made  derail leur  of  an  improved  type.   The  firm 
which  makes  this  derailleur  is  a  part  of  a  four  billion  dollar  company, 
3eatrice  Foods.   Like  our  brake,  the  derailleur  is  not  a  large  item.  Manu- 
facturing capacity  can  be  made  available  as  rapidly  as  demand  calls  for. 

The  same  paragraph  by  Mr.  Shannon  which  flatly  asserts  that  brakes  are  not 
made  in  the  U.S.A.  is  careless  about  the  duty  charged  on  complete  bicycles. 
It  speaks  of  ".  .  .  completed  bicycles  assembled  from  these  very  same  parts, 
at  duty  rates  of  5.5  per  cent".  This  is  partly  true.   Some  larger  lightweight 
bicycles  carry  a  duty  of  5.5  per  cent.  But  omitted  is  the  fact  that  smaller 
bicycles  carry  a  duty  of  11  per  cent. 

There  is  no  reason  why  bicycle  components  should  not  be  made  in  the  U.S.A. 
so  as  to  provide  additional  jobs.   Estimates  vary  as  to  the  share  of  bicycle 
cost  represented  by  components.   This  varies  with  the  model  and  type  of  bicycle 
and  with  the  manufacturing.   Some  make  relatively  more  of  their  own  parts  and 
components  than  others.   A  very  conservative  estimate  is  that  30%  of  bicycle 
cost  is  in  purchased  components.   For  some  manufacturers  and  some  models  this 
will  range  up  to  60%.   By  bringing  this  part  of  the  work  back  into  the  U.S.A. 
it  would  be  possible  to  provide  more  than  half  again  as  much  work  in  the  U.S.A. 
as  now  goes  into  bicycle  manufacturing. 

We  believe  that  there  is  a  compelling  basis  for  removing  from  the  bill  the 
exemption  for  caliper  brakes  and  derailleurs.   Alternatively  there  will  be  a 
basis  for  reducing  the  term  of  extension  from  three  years  to  one  year. 

If  we  are  right  in  the  facts,  and  we  know  we  are,  the  very  basis  for  the 
exemption,  the  asserted  lack  of  manufacturing  in  this  country,  fails. 

We  have  spent  long  years  and  a  good  deal  of  money  to  become  manufacturers  of 
bicycle  brakes.  We  were  startled  to  discover  legislation  enroute  to  passage 
based  upon  the  assertion  that  we  did  not  exist. 


Respectfully, 
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SUMMARY  OF  STATEMENT 

OF 

AMERICAN  CEMETERY  ASSOCIATION 
NATIONAL  ASSOCIATION  OF  CEMETERIES 
SOUTHERN  CEMETERY  ASSOCIATION 
WESTERN  CEMETERY  ALLIANCE 

IN  SUPPORT  OF 

H.R.    1142 


This  bill  amends  the  Revenue  Act  of  1954  to  provide  for  a  distribution 
deduction  for  perpetual  care  funds  created  pursuant  to  local  law  by  a  taxable 
cemetery  in  order  to  provide  for  care  and  maintenance  of  cemetery  property 
in  which  interment  rights  have  been  sold  to  and  have  been  held  by  the  public. 
It  provides  a  special  deduction  in  computing  the  income  of  such  a  fund  for 
amounts  actually  expended  by  the  fund  but  only  in  the  amount  actually  distributed 
during  the  year  for  such  care  and  maintenance  and  in  any  case  not  more  than 
$5.  00  per  grave  site. 

Under  existing  Internal  Revenue  practice  these  irrevocable  trusts  could 
be  denied  deductions  for  amounts  distributed  in  carrying  out  the  purposes  for 
which  they  were  created  by  local  law. 

We  are  urging  the  Congress  to  rectify  the  problem.     The  bill  has  been 
thoroughly  reviewed  by  the  Service  and  by  the  Treasury  and,   in  deed,   is  in  the 
exact  form  and  language  requested  by  the  Treasury.     It  was  unanimously  reported 
favorably  by  the  Committee  on  Ways  and  Means. 

We  know  of  no  opposition  to  the  bill. 


Respectfully,        .  , 

R.    L.    McNitt,   Jr. 
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STATEMENT  OF 

AMERICAN  CEMETERY  ASSOCIATION 
NATIONAL  ASSOCIATION  OF  CEMETERIES 
SOUTHERN  CEMETERY  ASSOCIATION 
WESTERN  CEMETERY  ALLIANCE 

SUPPORTING  H.R.  H.k2 

SUBMITTED  TO  THE 
COMMITTEE  ON  FINANCE 
UNITED  STATES  SENATE 


9^TH  CONGRESS 
2ND  SESSION 

August  2k,    1976 
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ME.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE: 

My  name  is  R.  L.  McNitt,  Jr.  As  a  past  president  of  the  National  Associa- 
tion of  Cemeteries,  I  am  filing  this  statement  on  behalf  of  the  American  Cemetery 
Association,  the  National  Association  of  Cemeteries,  the  Southern  Cemetery 
Association,  and  the  Western  Cemetery  Alliance.   The  membership  of  these  associa- 
tions include  municipal,  fraternal,  religious,  community  non-profit,  and  private 
cemeteries  situated  throughout  the  United  States.  These  organizations  have  asked 
me  to  present  for  your  consideration  the  federal  tax  problems  confronting  state- 
created  perpetual  care  funds,  which  funds  are  used  solely  for  the  care,  maintenance 
and  upkeep  of  cemeteries. 

Forty-three  states  have  laws  which  require  cemetery  companies  to  place  a 
portion  of  the  sale  price  of  every  grave  space  in  an  irrevocable  trust.   (See 
Exhibit  "A"  attached.)  The  income  of  the  trust  can  be  used  only  for  the  upkeep 
of  the  cemetery.  The  remaining  states  recognize  the  problem  but  treat  it  differ- 
ently. For  example,  Massachusetts,  Connecticut  and  Rhode  Island  prohibit  profit- 
oriented  entities  from  cemetery  operation,  thereby  channeling  all  profits  toward 
cemetery  upkeep.   Such  states  provide  for  the  creation  of  irrevocable  trust  funds. 

The  sole  legislative  purpose  of  these  statutes  is  to  assure  that  dedicated 
resources  will  be  available  in  perpetuity  for  the  care,  maintenance  and  upkeep  of 
the  cemeteries  within  the  state,  thus  relieving  the  states  and  municipalities  of 
this  burden.  The  funding  provisions  in  the  state  perpetual  care  statutes  repre- 
sent legislative  determinations  of  the  methods  and  levels  of  funding  required  for 
the  perpetual  care  funds  to  fulfill  their  purpose. 

From  1921  until  the  mid-1950' s,  the  Internal  Revenue  Service  treated 
Section  501(c) (13)  of  the  Internal  Revenue  Code  of  I95U  and  its  predecessor 
sections  as  providing  a  total  exemption  from  federal  income  taxation  for  cemetery 
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perpetual  care  funds.   Tax  exemption  letters  were  freely  granted  upon  application. 
Beginning  in  the  mid  1950' s,  although  there  had  been  no  change  in  the  law,  the 
Internal  Revenue  Service  revised  its  position  and  revoked  existing  tax  exemption 
letters.   The  Service  then  established  a  distinction  between  perpetual  care  funds 
associated  with  cemeteries  operated  by  non-profit  organizations  and  those  associa- 
ted with  cemeteries  operated  by  taxable  cemeteries  and  to  hold  the  latter  per- 
petual care  funds,  but  not  the  former,  taxable  on  their  income.   The  statutes  re- 
quiring such  funds  make  no  distinctions  based  upon  the  identity  of  the  cemetery 
company  as  a  non-profit  organization  or  a  profit-seeking  entity. 

Implicit  in  these  state  legislative  determinations  was  the  assumption  based 
upon  the  then  existing  administrative  position  of  the  Internal  Revenue  Service  that 
the  income  of  perpetual  care  funds  would  not  be  taxed.  Thus,  the  Internal  Revenue 
Service's  change  in  its  administrative  position  is  frustrating  the  original  state 
legislative  purpose. 

After  the  Internal  Revenue  Service's  change  of  position  on  exemption,  rul- 
ings were  sought  from  the  Internal  Revenue  Service  that  perpetual  care  funds  were 
taxable  as  trusts  and  that-  amounts  distributed  by  such  trusts  in  fulfillment  of 
their  purposes  were  allowable  deductions  in  computing  taxable  income  pursuant  to 
the  provisions  of  Subchapter  "J"  of  the  Internal  Revenue  Code.   In  I965  the 
Internal  Revenue  Service  ruled  that  perpetual  care  funds  were  taxable  as  trusts 
but  that  no  deductions  were  allowable  under  Subchapter  "J"  because  there  were  no 
ascertainable  trust  beneficiaries. 

As  a  result  of  the  changed  attitude  of  the  Internal  Revenue  Service,  many 
Members  of  Congress  have,  in  the  past,  introduced  several  bills  to  amend  the 
Internal  Revenue  Code  in  an  attempt  to  alleviate  the  tax  burden  placed  on 
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perpetual  care  funds  by  the  changed  position  of  the  Internal  Revenue  Service. 

The  Ways  and  Means  Committee  of  the  House  of  Representatives  recognized 
the  vital  interest  of  every  state  and  community  in  the  continued  care,  maintenance 
and  upkeep  of  cemeteries.   In  the  last  analysis  the  state  must  bear  the  burden  of 
such  upkeep  when  other  sources  fail.  Many  cities,  towns,  counties,  cemetery  dis- 
tricts and  similar  municipal  authorities  have  had  to  take  over  and  maintain 
abandoned,  unkept  and  ugly  properties  by  taxing  the  community  for  the  purpose  now 
served  by  these  perpetual  care  funds.  As  indicated  earlier,  almost  every  state  in 
the  Union  has  enacted  legislation  requiring  the  creation  of  a  perpetual  care  trust 
to  assume  the  ultimate  burden  of  maintenance  and  upkeep.  These  funds  have  for  their 
sole  purpose  the  prevention  of  cemeteries  from  becoming  a  public  nuisance.  The 
investments  of  these  funds  and  the  expenditure  of  these  funds  is  carefully  regulated 
and  their  financial  statements  are  examined  regularly  and  with  the  same  careful 
scrutiny  that  one  associates  with  a  bank  examiner. 

As  indicated  earlier,  generally,  these  funds  take  the  form  of  trusts,  and 
as  trust  funds  can  be  used  only  for  one  purpose.  The  economic  plight  of  the  per- 
petual care  fund  is  very  real  and  can  only  be  remedied  by  a  decision  of  the 
Congress  to  clarify  that,  in  fact,  these  funds  serve  a  public  function  and  rule 
that  such  funds  when  organized  and  operated  under  the  circumstances  have  the  right 
to  compute  taxable  income  by  taking  a  deduction  from  gross  income  for  what  is  paid 
out  in  furtherance  of  a  state  function. 

We  know  of  no  opposition  to  the  bill. 


Respectfully  submitted, 

I 

R.  L.  McNitt.  Jr. 
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EXHIBIT  "A" 

The  following  States  have  statutes  which  require  cemeteries  to  create  a 
perpetual  care  fund  by  placing  the  listed  percentage  of  the  purchase  price  of 
grave  spaces  in  an  irrevocable  trust. 


STATES 

Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

D.   C. 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 


FEBCENTAGE 

1% 
Voluntary 
50^  per  sq.    foot 

ICP/c 

$1.00  per  sq.    foot 

15% 
No  profit  cemeteries 
$25,000  on  establishing  cemetery 
Voluntary 

io£ 

lOfo 

$1.00  per   sq.   foot 

20^  per  sq.    ft.    or  1% 
hO<j:  per  sq.   ft.    or  1% 

:  0 ' 

2Of0 

lOfo 

30$ 
35^  per  sq.    ft.    or  10$ 
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STATES 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 

New  Hampshire 
New  Jersey- 
New  Mexico 
New  York 
North  Carolina 
North  Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode  Island 
South  Carolina 
South  Dakota 
Tennessee 
Texas 
Utah 


PERCENTAGE 

No  profit  cemeteries 

15% 

20$ 
1+00  per  sq.    ft.    or  15% 

10% 

1% 

500  per  sq.  ft. 
$1.00  per  sq.  ft. 

15%  plus  %  of  memorial  and 
interment 

25% 

25% 
At  least  $15  per  grave 

20% 

10% 

10% 

15% 
UO0  per  sq.  ft.  or  15% 
No  profit  cemeteries 

10% 

20% 
500  per  sq.  ft.  or  20% 
500  per  sq.  ft. 
50%  per  sq.  ft. 


Exhibit  "A" 


STATES 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 
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PERCENTAGE 
2Of0 
10$, 

lOfo 

lOfo 

No  profit  cemeteries 
90?!  per  sq.   ft. 
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lSlfS  L  Street,  N.W.,  Washington,  D.C.  20005   •  Area  Code  (202)  638-6650 


Statement  of  National  Tire  Dealers^ 

Retreaders  Association  on  H.R.  2474 

for  the  Senate  Finance  Committee,  August  24,  1976 


The  National  Tire  Dealers  and  Retreaders  Association  represents  inde- 
pendent tire  dealers  and  retreaders,  small  businessmen  in  all  fifty  stains. 
Our  membership  numbers  4,000,  who  have  a  total  of  some  10,000  retail  outlets, 
We  urgently  need  the  passage  of  H.R.  2474. 

This  legislation  deals  with  the  several  instances  under  current  law 
where  a  manufacturers'  excise  tax  is  imposed  on  tread  rubber,  when  in  a 
similiar  situation  the  manufacturers'  excise  tax  is  not  imposed  (or  a  credit 
or  refund  of  the  tax  is  allowed)  for  the  tax  on  new  tires. 

The  summary  of  H.R.  2474  (House  report  94-1334)  states: 
H.R.  2474  provides  for  credits  or  refunds  of  the  manufac- 
turers* excise  tax  on  tread  rubber  where  tax-paid  tread 
rubber  (1)  is  wasted  in  the  recapping  or  retreading  process, 
(2)  is  used  in  the  recapping  or  retreading  of  tires  the 
sale  of  which  is  later  adjusted  under  a  guarantee  or 
warranty,  or  (3)  is  used  in  the  recapping  or  retreading 
of  tires  which  are  exported,  are  sold  to  State  or  local 
governments,  are  sold  to  nonprofit  educational  institu- 
tions, or  are  sold  as  supplies  for  vessels  or  aircraft. 
In  addition,  the  bill  imposes  a  tax  on  tread  rubber  used 
in  recapping  or  retreading  tires  abroad,  if  those  tires 
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are  then  imported  in  the  United  States. 

"The  bill  also  clarifies  the  treatment  of  credits  or  refunds 

for  the  manufacturers'  excise  tax  on  new  tires  where  sales 
are  later  adjusted  as  the  result  of  a  warranty  or  guarantee. 

The  bill  also  modifies  the  statute  of  limitations  so  that  a 

credit  or  refund  of  the  tread  rubber  or  new  tire  tax  can  be 

obtained  for  a  period  of  one  year  after  the  warranty  or 
guarantee  adjustment  is  made." 

This  Association  has  long  sought  the  passage  of  legislation  which 
would  correct  inenuities  we  believe  have  been  inadvertently  imposed  on 
retreaders  by  the  Highway  Revenue  Act.   In  the  past  similiar  legislation 
to  provide  the  relief  from  these  inenuities  on  the  Tread  Rubber  Tax  have 
passed  the  House  and  the  Senate.   Unfortunately,  an  unrelated  last 
minute  amendment  on  the  Senate  side  prevented  the  final  legislation  from 
being  adopted. 

The  inequities  according  to  the  Internal  Revenue  Service  in  the  treat- 
ment of  tread  rubber  have  been  caused  by  the  fact  that  the  tax  of  5c  a  pound 
is  on  the  raw  material  rather  than  on  the  finished  product,  as  it  is  in  the 
case  of  new  tires.   The  Internal  Revenue  Service  states  that  there  is  nothing 
they  can  do  to  solve  the  problem  without  a  change  in  the  law.   The  Internal 
Revenue  Service  has  ruled  on  numerous  occasions  that  losses  due  to  waste 
in  the  retreading  process  could  not  be  designated  for  refunds.   In  the  case 
of  new  tires,  if  a  new  tire  is  lost  in  production,  the  new  tire  is  not  sub- 
ject to  the  Highway  Excise  Tax.   However,  if  something  happens  to  the  tread 
rubber  during  processing  (I.e.  some  of  the  rubber  not  used  or  something 
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occurs  to  the  tire  during  the  retreading  process),  there  is  no  method  for 
recovering  this  loss.   The  tax  liability  on  tread  rubber  is  already  created 
and  no  refund  or  credit  is  permitted. 

Also  in  the  case  of  tread  rubber  used  in  the  retreading  of  tires,  the 
sale  of  which  is  later  adjusted  under  a  guarantee  or  warranty,  there  is'  no 
method  for  securing  a  credit  or  refund  on  the  tax.   The  consumer  gets  his 
tax  back  on  a  pro- rated  basis  but  the  retreader  gets  no  refund  on  this  tax. 
In  the  case  of  new  tires,  a  tire  returned  for  adjustment  results  in  a  refund 
being  given  to  the  consumer,  the  dealer,  and  the  manufacturer.  The  inequity 
for  the  retreader  is  clear. 

Third,  when  a  retreaded  tire  is  sold  to  State  and  local  governments, 
there  is  no  method  of  getting  a  credit  or  refund.   If  a  new  tire  is  sold  to 
a  local  or  State  government,  there  is  an  exemption  available.  'Since  treed 
rubber  is  a  raw  material,  and  the  taxed  item,  the  internal  Revenue  Service 
says  that  the  finished  retreaded  tire  is  neither  taxable  or  exempt.  There- 
fore, the  retreader  pays  the  manufacturer  the  excise  tax  on  tread  rubber 
but  can  not  recover  it  from  the  §tate  government  nor  can  he  get  an  exemption 
such  as  in  the  case  of  the  new  tire. 

In  the  case  of  the  independent  retreader,  there  have  been  a  significant 
number  of  cases  where  the  Internal  Revenue  Service  has  come  in  where  the 
retreader  unfortunately  has  not  been  paying  tax  on  rubber  which  has  been 
wasted,  or  has  taken  a  reduction  on  the  tax  on  returned  adjusted  retreaded 
tires,  or  has  made  seme  adjustment  on  his  records  for  a  tax  credit  relative 
to  tires  sold  to  a  state.   In  every  case,  the  Internal  Revenue  Service  has 
disallowed  this,  and  the  retreader  has  found  himself  in  a  financial  bind. 
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Ue  hace  retreaders  who  have  had  a  tax  liability  as  much  as  $25,000. 

This  legislation  would  correct  all  of  these  inquities.   The  inequities 
occurred  because  of  the  language  of  the  original  law,  and  there  never  waa  an 
intent  by  Congress  to  penalize  the  retreader  as  far  as  this  tax  was  concerned. 

In  addition,  the  Treasury  Department  suggested  that  smooth  casings 
shipped  out  of  this  country  to  such  places  as  Mexico  or  Canada,  which  are  in 
turn  retreaded  and  shipped  back  to  this  country  should  be  required  to  have  a 
tax  the  same  as  retreads  made  in  the  United  States.   This  Association  supports 
this  suggested  change  as  eauitable,  and  feels  that  no  one  should  be  allowed 
to  use  this  as  a  tax  advantage  in  a  competitive  situation.   Therefore,  we 
support  the  Treasury's  proposal  in  this  regard. 

The  problems  relative  to  the  tread  rubber  tax  have  been  going  on  for  a 
number  of  years,  and  have  caused  great  difficulty  for  these  small  business 
people.   Hopefully,  the  Senate  will  understand  this  plight,  and  will  finally 
move  with  the  House  of  Representatives  to  correct  these  inequities. 


Submitted  by  Philip  P.  Friedlander,  Jr.,  General  Manager,  National  Tire 
Dealers  $  Retreaders  Association. 
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Edward  E.  Wright,  Vice  President 
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On  H.R.  2474 

For  Presentation  to  the 
Senate  Committee  on  Finance 

Hearing  on  Various  Revenue  and  Tariff  Bill* 
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I  am  Edward  E.  Wright,  Vice  President  for  Government  Relations 
and  Economic  Affairs  of  the  Rubber  Manufacturers  Association.   This  state- 
ment is  submitted  on  behalf  of  all  U.S.  tire  manufacturing  companies. 

H.R.  2474  is  a  bill  with  two  distinct  parts.   One  part,  sections 
(a),  (b)  and  (c)  of  the  bill  as  introduced,  deals  with  the  federal  excise 
tax  on  tread  rubber  and  retreaded  tires.   The  second  part,  section  (d)  as 
introduced,  deals  with  the  federal  excise  tax  on  tires  when  a  tire  fails 
and  is  returned  by  a  consumer  for  adjustment  pursuant  to  a  warranty  or 
guarantee. 

With  respect  to  tread  rubber  and  retreaded  tires,  H.R.  2474  would 
provide  manufacturers  of  retreaded  tires  the  same  tax  treatment  that  is 
accorded  to  manufacturers  of  new  tires,  and  thus  would  eliminate  a  tax  bias 
against  retreaded  tires  under  present  law.   Our  companies  strongly  support 
enactment  of  these  provisions  to  correct  the  unjustifed  discrimination 
that  exists  under  present  law.   The  House  Ways  &  Means  Committee  has  made 
some  minor  changes  in  the  text  of  the  bill  as  originally  introduced,  suggested 
by  Treasury,  and  we  concur  in  these  changes. 

With  respect  to  excise  tax  adjustments  in  tire  warranty  situa- 
tions, the  basic  intent  of  the  bill  is  to  provide  a  clear  statutory  basis 
for  handling  excise  tax  adjustments.  At  the  present  time  no  statutory 
language  clearly  governs  this  technical  area.   A  basic  excise  tax  principle, 
however ,  is  that  where  a  product  fails  to  give  normal  use  and  a  warranty 
adjustment  is  made,  then  the  purchaser  is  also  entitled  to  a  proportionate 
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excise  tax  adjustment.  This  has  been  the  practice  ever  since  the  federal  tire 
excise  tax  was  first  instituted.  Thus,  the  purposes  of  H.R.  2474  as  intro- 
duced were: 

1.  to  assure  continued  uniform  excise  tax  treatment 
of  ultimate  consumers  receiving  warranty  adjustments 
on  tires,  irrespective  of  numerous  variations  that 
exist  in  manufacturers'  marketing  arrangements; 

2.  to  codify  the  longstanding  administrative  and 
marketing  practice  (40  years  duration)  of  granting 
the  ultimate  consumer  an  excise  tax  credit  based  on 
the  simple  and  practical  method  of  determining  the 
undelivered  service  remaining  in  a  tire  which  fails 
to  deliver  full  service  and  is  adjusted  under  a 
warranty;  and 

3.  to  prevent  serious  administrative  problems  which 
would  be  caused  in  the  trade  by  requiring  a  shift  to 
ad  valorem  tax  concepts.   Such  a  shift  would  be  in- 
appropriate moreover  since  the  tire  tax  is  not  an  ad 
valorem  tax  but  is  based  on  weight. 

The  original  intent  of  the  bill  would  not  be  served  by  certain 
changes  in  the  text  of  section  (d)  of  the  bill  made  by  the  House  Ways  & 
Means  Committee.   These  changes,  inadvertent  we  believe,  would  cause 
serious  and  expensive  administrative  problems  for  our  companies  by  intro- 
ducing novel  ad  valorem  concepts  into  warranty  adjustments   on  tires,  and 
would  result  in  unequal  treatment  of  consumers.   This  outcome  would  of 
course  defeat  our  original  purpose  in  urging  enactment  of  section  (d)  of 
the  bill.   But  adoption  of  some  brief  amendatory  language  by  this  Committee, 
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which  we  are  preparing  in  consultation  with  the  Committee's  staff,  will 
restore  the  original  purpose  of  the  bill.   This  language  will  be  presented 
to  the  Committee  before  mark-up  and  we  are  strongly  hopeful  of  its  adoption. 

I  would  like  to  emphasize  that  section  (d)  of  H.R.  2474,  as  intro- 
duced, and  the  requested  change  we  will  be  making  in  the  House  version,  do 
not  present  issues  that  involve  any  actual  or  potential  loss  in  federal  re- 
venues.  Section  (d)  basically  is  without  revenue  impact.—   Basically 
section  (d)  raises  a  technical  question  of  tax  administration.   We  believe 
our  desire  to  have  40  years  of  industry  and   IRS  practice  recognized  as 
sound,   and  allowed  to  continue,  is  based  on  eminently  practical  considera- 
tions, is  fully  reasonable,  and  best  serves  the  interests  of  consumers. 

Since  its  inception  the  excise  tax  on  tires  has  been  separately 
stated  in  each  sale  and  paid  by  the  ultimate  consumer.   Details  of  actual 
tire  warranty  adjustment  procedures  vary  from  manufacturer  to  manufacturer, 
with  the  nature  of  the  retail  outlet,  and  can  be  quite  complex.   Standard 
practice  is  uniform,  however,  in  that  the  percentage  of  adjustment  on  a 
failed  tire  given  to  the  ultimate  consumer  both  as  to  the  tire  and  the  ex- 
cise tax  perviously  paid  has  long  been  based  on  a  performance  measurement 
of  the  failed  tire.   In  other  words,  if  the  tire  is  deemed  to  have  given 
only  40%  of  the  service  warrantied,  then  the  consumer  would  be  allowed 
60%  off  the  price  of  a  replacement  tire,  and  also  60%  off  the  federal  ex- 
cise tax  on  the  replacement  tire.   Since  the  tire  tax  is  based  on  weight, 
it  is  uniform  as  to  tires  of  the  same  type,  size,  grade,  and  classification 
regardless  of  the  sales  price  charged.   This  simple  adjustment  procedure 


1/  Total  excise  tax  adjustments  on  tires  in  1975  pursuant  to  warranties  were 
$14  million  or  less.  No  increase  or  reduction  in  this  amount  is  at  stake, 
only  whether  internal  business  costs  to  manufacturers,  dealers,  etc.,  may 
be  increased. 
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produces  an  excise  tax  credit  which  is  correct  to  within  a  few  pennies 
in  all  cases  and  in  the  aggregate  produces  a  perfect  adjustment  figure. 
For  more  than  40  years,  wherever  the  manufacturer's  warranty  has  run  to 
the  ultimate  consumer,  variations  in  the  chain  of  arrangements  with 
dealers  have  not  distorted  the  excise  tax  adjustment  to  the  ultimate  con- 
sumer, because  the  excise  tax  adjustment  has  been  consistent  with  the 
practical  result  at  the  consumer  level.   The  accompanying  administrative 
procedures  have  been  a  convenience  to  consumers,  stores  and  manufacturers, 
and  have  cause  no  significant  tax  gain  or  loss  to  anyone  in  the  manufac- 
turing-marketing chain. 

Serious  administrative  problems  would  be  caused  on  the  other 
hand  by  an  application  of  ad  valorem  tax  concepts  to  the  weight-based 
excise  tax  on  tires.   Under  an  ad  valorem  tax  approach  the  price  of  the 
original  article  is  critical  because  the  tax  by  definition  is  based  on 
value.   Since  tires  are  sold  and  driven  all  over  the  United  States,  they 
are  rarely  adjusted  at  the  place  where  sold  and  original  price  information 
will  simply  not  be  available  in  most  cases,  either  to  the  consumer  or  to 
the  dealer  where  the  tire  is  presented.   This  fact  alone  makes  an  ad  valorem 
approach  unworkable  for  our  industry,  and  would  make  requesting  original 
price  documentation  an  annoyance  to  consumers.   The  more  complicated  paper- 
work involved  would  add  to  our  industry's  administrative  costs  in  collect- 
ing the  excise  tax  on  tires  —  costs  which  are  already  heavy  —  with  no 
advantages  accruing  to  the  federal  government,  or  anyone  else. 

H.R.  2474,  properly  worded,  would  codify  existing  procedures  so 
as  to  permit  a  correct  and  uniform  tax  adjustment  for  the  benefit  of  con- 
sumers .without  detriment  to  other  parties  in  the  tax  collection  process. 
•  By  continuing  the  basic  procedures  used  for  more  than  40  years,  the  bill 
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would  maintain  continuity  and  avoid  disruption  and  unnecessary  costs  to 
the  tire  industry. 

In  conclusion,  our  companies  are  keenly  desirous  of  accomplish- 
ing the  original  purpose  of  section  (d)  of  H.R.  2474,  and  we  strongly  hope 
that  the  Senate  Committee  on  Finance  will  agree  that  our  requested  changes 
in  the  House  bill  are  desirable. 
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STATEMENT  OF  SENATOR  WILLIAM  D.  HATHAWAY  ON  BEHALF  OF 
S.  1904,  FINANCE  COMMITTEE,  AUGUST  24,  1976 

Mr.  Chairman,  I  very  much  appreciate  this  opportunity  to 
testify  on  behalf  of  S.  1904,  my  bill  designed  to  institute  some 
measure  of  control  over  an  abused  loophole  in  the  tariff  schedules 
covering  certain  wool  fabrics  imported  into  the  United  States  by 
way  of  one  of  our  insular  possessions. 

Under  present  law,  a  substantial  tariff  is  levied  upon 
imported  woven  wool  fabrics.   However,  such  textiles  which  have 
been  manufactured  abroad  and  which  have  then  received  a  simple 
"shower-proofing"  treatment  in  the  Virgin  Islands  are  allowed  to 
enter  the  United  States  duty  free. 

In  particular,  a  heavy  wool  fabric,  made  in  Romania  and  Italy, 
enters  the  United  States  by  means  of  this  procedure  and  escapes 
all  duty.   This  results  in  an  unfair  competitive  advantage  to 
foreign  manufacturers  over  American  makers  of  this  fabric. 

Over  the  past  few  years,  domestic  consumption  of  wool  textiles 
has  suffered  a  drajnatic  decrease  and  both  American  production  and 
Virgin  Islands  exports  are  well  below  their  former  amounts. 

The  harm  in  the  present  situation  is  that  the  mainland  textile 
industry  is  threatened  without  corresponding  benefit  to  the 
Virgin  Islands.  The  "shower-proofing"  process  is  accomplished  with 
very  few  workers  but  its  product  competes  with  similar  domestically 
produced  textiles  which  represent  the  labor  of  thousands  of  workers 
in  the  United  States. 


75-946  O  -  76  -  13 
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To  allow  this  situation  to  continue  unchanged  means  that 
we  shall  jeopardize  further  or  eliminate  those  American  jobs. 
And  because  that  will  not  benefit  the  Virgin  Islands  in  anywhere 
near  equal  measure,  the  only  beneficiaries  will  be  Italy  and 
Romania  who,  if  they  were  exploring  these  textiles  directly  to 
the  United  States,  would  be  paying  a  heavy  tariff. 

But  I  do  not  wish  to  see  the  Virgin  Islands  suffer  and  that  is 
why  I  do  not  in  my  bill  propose  applying  normal  duties  on  Virgin 
Islands  textiles.   Instead,  S.  1904  sets  a  quota  on  such  imports 
which  are  not  arduous  and  which  will  give  our  shrinking  textile 
industry  the  capacity  to  compete  fairly  with  imports. 

The  bill  has  the  support  of  the  Administration  and  is  endorsed 
as  well  by  all  relevant  trade  associations. 

For  the  record,  Mr.  Chairman,  I  offer  a  copy  of  the  letter  of 
February  18,  1976  from  the  Treasury  Department;  a  statement  in 
support  of  H.R.  8124,  a  corresponding  House  measure;  and  a  letter 
from  the  Northern  Textile  Association  dated  March  10,  1976,  all  of 
which  are  dn  support  of  S.  1904  and  elaborate  upon  my  brief  remarks 
today. 
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NORTHERN    TEXTILE    ASSOCIATION 


211  Congress  Street,  Boston,  Massachusetts  02  1 10 


(617)  542-8220 


March  10,  1976 


The  Honorable  William  J.  Green,  Chairman 

Subcommittee  on  Trade 

Committee  on  Ways  and  Means 

1102  Longworth  House  Office  Euilding 

Washington,  DC   20515 


Dear  Cha  i  rraan 


Re:   H.R.  8124 


This  is  to  further  support  my  testimony  of  February  20, 
1976  before  your  Committee  in  favor  of  H.R.  8124  and  in  res- 
ponse to  the  statements  of  the  Delegate  from  the  Virgin  Is- 
lands, Honorable  Ron  deLugo  and  others  on  March  2  in  opposi- 
tion to  the  Bill. 

As  the  Virgin  Islands  witnesses  pointed  out,  there  is 
now  only  one  company  in  the  Virgin  Islands  which  processes 
imported  wool  fabrics.   Even  at  the  peak  of  activity  in  the 
Virgin  Islands  in  1973  when  five  companies  were  in  operation, 
not  more  than  80  to  100  persons  were  employed  on  a  part-time 
or  seasonal  basis.   The  witnesses  asserted  that  the  processing 
activities  in  the  Virgin  Islands  has  not  resulted  in  the  loss 
of  jobs  by  textile  workers  on  the  mainland.   This  is  not  true. 

A  modern,  efficient  mainland  mill  will  employ  about 
525  textile  persons  to  manufacture  the  3.5  million  linear 
yards  of  the  heavy  weigh!:  woolens  equal  to  the  quota.   In 
addition  to  the  525  textile  jobs  lost,  there  is  an  equal 
number  of  jobs  in  supporting  industries  such  as  chemicals, 
transportation,  fuel  and  fibers. 


A  quota  of  3.5  million  linear  yards  of  fabrics  Imported 
from  Romania  and  Italy  via  the  Virgin  Islands  costs  the 
mainland  industry  and  labor  over  1,050  jobs.   The  benefit  to 
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the  Virgin  Islands  is,  at  most,  only  80  to  100  seasonal  jobs. 
This  Is  an  expensive  exchange.   It  benefits  the  foreign  pro- 
ducers substantially;  the  Virgin  Islands  only  marginally; 
and  costs  the  United  States  (mainland  and  Islands)  close  to 
a  thousand  jobs. 

Substantial  tariffs  were  imposed  by  the  United  States 
on  these  fabrics  in  1960  for  which  Italy  and  other  exporters 
were  paid  compensation.   Hence,  these  fabrics  are  not  Imported 
directly  from  such  countries.   The  Virgin  Islands  shower 
proofing  and  processing  is  just  another  loophole  to  evade  this 
tariff.   Unemployment  in  mainland  mills  is  increased  thereby. 

We  are  not  proposing,  however,  the  elimination  of  all 
processing  of  wool  fabrics  in  the  Virgin  Islands.   We  pro- 
pose a  reduction  to  reflect  the  changed  market  for  such  pro- 
ducts . 
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In  1975,  Virgin  Islands  processors  were  not  even  able  to 
fill  the  quota:   Now  Is  a  propitious  time  to  adopt  thi3  leg- 
islation as  it  will  not  involve  a.  rollback  in  the  level  of 
imports  of  these  foreign  fabrics  via  the  Virgin  Islands. 

The  Virgin  Islands-witnesses  suggested  that  the  reduc- 
tion of  the  quota  to  a  half  million  yards  at  one  time  is  ex- 
cessive.  H.R.  8124,  Vhich  was  filed  last  year,  proposed 
reductions  in  two  steps,  namely,  one  million  yards  in  1975 
and  500,000  yards  in  1976.   We  would  be  willing  to  accept  an 
amendment  to  the  bill  to  make  the  quota  for  1976  one  million 
yards  with  a  reductlon.to  500,000  yards  in-  1977  and  there- 
after. • 


The  witnesses  attempt  to. isolate  Northern  Textile  Assoc- 
iation as  the  only  organization  opposed  to  the  high  level  of 
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the  quota  and  the  only  supporters  of  the  Bill.   It  should  be 
noted  that  the  H.R.  8124  is  supported  by  the  American  Textil< 
Manufacturers  Institute,  the  National  Association  of  Wool 
Growers,  as  well  as  United  States  Government  Agencies. 

Consideration  by  you  and  members  of  the  Subcommittee  Is 
appreciated,  and  we  urge  that  the  Bill  be  reported  favorable, 

Very  truly  yours, 


R.  Reed  Grimwade,  Treasurer 
Charlton  Woolen  Company 


William  F.  Sullivan,  President 
Northern  Textile  Association 
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Statement  of  R.  Rccd  Grimwnde,  Treasurer 
Charlton  Woolen  Mills 
Charlton  City,  Massachusetts 

Before  the  Subcommittee  on  Trade. 
House  Ways  and  Means  Committee, 
Febmary  20.  J 976,  on  H.R.  8124 

Mr.  Chairman,  my  name  is  R.  Reed  Grimwade.  I  am  testifying  on  behalf  of  the  Northern 
Textile  Association,  21  1  Congress  Street,  Boston,  Massachusetts  021  10,  of  which  I  am  a  Director. 
The  Association  represents  textile  manufacturers  which  use  all  the  principal  fibers,  including  wool 
manufacturers.  NTA's  member  firms  are  located  primarily  in  the  Northeast. 

I  am  the  principal  officer,  namely  Treasurer,  of  the  Charlton  Woolen  Company  of  Charlton 
City,  Massachusetts.  I  am  accompanied  by  Mr.  Jack  Crowder  who  is  general  counsel  of  the 
American  Textile  Manufacturers  Institute. 

I  appreciate  this  opportunity  to  testify  on  H.R.  8124,  the  Bill  now  before  this  subcommittee. 
My  statement  on  behalf  of  the  Northern  Textile  Association  is  also  supported  by  the  American 
Textile  Manufacturers  Institute,  the  largest  trade  association  in  the  textile  industry,  which  is 
headquartered  in  Charlotte,  North  Carolina,  and  by  the  National  Wool  Growers  Association  of  Salt 
Lake  City,  Utah.  These  three  organizations  together  represent  virtually  the  entire  wool  and  textile 
industries  in  the  United  States. 

We  support  H.R.  8124  which  would  reduce,  but  not  eliminate,  the  quantity  of  woolen  fabrics 
which  are  processed  in  the  Virgin  Islands  and  then  re-exported  to  the  U.S.  on  a  duty  free  basis.  Most 
of  these  imports  are  heavy  weight  woolen  fabrics  which  compete  with  fabrics  manufactured  chiefly 
in  the  states  of  Massachusetts  and  Maine  by  firms  which  employ  several  thousand  workers. 

These  imported  fabrics  are  manufactured  principally  in  Italy  and  Romania,  sent  to  the  Virgin 
Islands  for  a  "shower  proofing"  process,  and  then  re-exported  to  the  U.S.  duty  free.  If  these  woolen 
fabrics  were  imported  directly  from  Italy  or  other  countries  where  they  are  made,  they  would  be 
subject  to  the  standard  rate  of  duty  for  similar  woven  fabrics  of  wool  valued  at  not  over  $2  per 
pound  -  namely,  a  tariff  of  $1. 135  per  pound. 

The  shower  proofing' process  in  the  Virgin  Islands  is  a  simple  and  inexpensive  operation 
requiring  a  small  number  of  workers.  It  does  not  change  the  appearance  or  end  use  of  the  fabrics 
and  has  a  minimal  effect  upon  their  value  and  utility.  In  fact,  most  U.S.  textile  mills  sell  shower 
proofed  fabrics  at  no  additional  cost  to  the  consumer. 

When  the  shower  proofed  cloth  is  shipped  to  this  country  from  the  Virgin  Islands,  it  is  asserted 
that  the  foreign  materials  do  not  constitute  more  than  50  percent  of  the  total  value.  The  declared 
value  for  customs  purposes  is  placed  at  twice  the  value  of  the  cloth  when  it  entered  the  Virgin 
Islands.  This  enables  the  goods  to  qualify  for  duty  free  treatment.  Attachment  A  shows  the  U.S. 
Tariff  Schedule  provisions  for  tariff  treatment  of  products  of  insular  possessions. 
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Some  time  ago.  the  Virgin  Islands  government  was  persuaded  that  it  should  limit  the  quantity 
of  fabrics  undergoing  the  shower  proofing  process.  In  1964,  the  Virgin  Islands  imposed  a  quota 
'limitation  of  2.8  million  linear  yards.  The  U.S.  domestic  industry  in  1964  produced  247  million 
linear  yards  of  wool  fabrics.  By  1974,  the  quota  had  risen  to  3.5  million  linear  yards  and  U.S. 
production  had  dropped  to  72.7  million  linear  yards.  Based  on  the  production  rate  during  the  first 
nine  months  of  1 975,  domestic  production  for  calendar  year  1  975  will  be  even  lower  -  about  68. 1 
million  linear  yards. 

Nearly  all  the  shower  proofed  fabrics  from  the  Virgin  Islands  are  heavy  weight  woolen  fabrics 
which  disrupt  the  market  for  similar  fabrics  in  this  country.  The  general  decline  of  wool 
consumption,  coupled  with  the  impact  of  the  recent  national  recession  upon  the  industry,  have 
made  the  situation  even  more  critical. 

As  you  will  note  in  Attachment  B,  conditions  in  the  U.S.  market  have  deteriorated  to  the 
point  where  the  Virgin  Islands  has  been  unable  to  sell  the  quota  amounts.  Although  complete 
figures  for  1975  are  not  yet  available,  imports  are  not  expected  to  exceed  one  million  linear  yards. 

Mr.  Chairman,  we  believe  that  this  is  an  appropriate  time  to  reduce  the  quotas.  Since  the  level 
of  imports  has  declined,  such  a  reduction  in  the  quota  would  not  require  a  rollback.  Further,  it 
would  insure  that  a  potential  business  recovery  is  not  thwarted  by  a  flood  of  imported  goods  of  this 
type. 

The  value  of  this  trade  to  the  Virgin  Islands  is  minimal  since  only  a  few  workers  are  employed 
on  a  part-time  basis  in  the  shower  proofing  activity.  The  damage  to  U.S.  mills  which  spin,  weave  and 
finish  the  cloth  while  providing  several  thousand  jobs  is  disproportionate  to  any  possible  value  to 
the  Virgin  Islands. 

In  closing,  I  would  like  to  reemphasize  that  since  these  imported  fabrics  enter  the  U.S.  duty 
free,  a  quota  remains  the  only  method  by  which  their  entry  may  be  limited.  Further,  there  is  no 
compelling  reason  why  the  Virgin  Islands  should  be  exempted  from  both  tariffs  and  quotas. 

Mr.  Chairman,  the  wool  and  textile  industries  of  the  United  States  believe  that  the  serious 
market  conditions  which  have  developed  in  recent  years  require  that  the  quota  on  these  duty  free 
imports  be  reduced.  We  urge  this  subcommittee  to  act  favorably  on  H.R.  8124. 

We  will  be  pleased  to  answer  any  questions  you  may  have. 

Thank  you. 
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ATTACHMENT  A 

TARIFF  SCHEDULES  OF  THE  UNITED  STATES  ANNOTATED  (1976) 
GENERAL  HEADNOTES  AND  RULES  OF  INTERPRETATION 


1.   Tariff  Tr 


imported  into  the  customs  territory  of 

from  outside  thereof  are  subject  to  duty  or  6*empt 

as  prescribed  In  general  headnote  3. 

7.  Customs  Territory  of  the  United  States.  The 
"customs  territory  of  the  United  States",  as  used  i 
schedules,  includes  only  the  States,  the  District  c 
lumbia,  and  Puerto  Rico. 


3.   Rates  of  Duty.   The  rates  of 

ty"  columns  numbered  1  and  2  of  tr 
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(c)  Products  of  Countries  Designated  Beneficiary 
Developing  Count ries  for  Purposes  of  the  Generalised  Sys 


lery  developing  countries  for  purposes 
System  of  Preferences,  provided  for  in 
Je  Act  of  1974  (88  Stat.  20o6,  19  U.S.C. 
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ATTACHMENT  B 


1975 
1974 
1973 
1972 
1971 
1970 

*  Eleven  jnonths  data. 


Virgin  Islands 

Shipments  from 

U.S.  Domestic  Wool 

Production  Quota 

V.I.  to  U.S. 

Apparel  Fabric  Production 

(In  Thousands  of  Linear  Yards) 

3,500 

453^ 

68,100  (est.) 

3,500 

1,468 

72,661 

3,500 

2,368 

99,674 

2,500 

2,173 

95,841 

2,500 

2,841 

108,851 

2,500 

3,734 

171,975 

¥r] 
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THE    GENERAL    COUNSEL    OF    THE    TREASURY 
WAS  H  INGTON.    D.C.     20220 


FEB  18  1976 


Dear  Mr.    Chairman: 

Reference    is    made    to  your    request   for   the  views   of   this    Depart- 
ment  on  S.    1904,    a  bill   "To    amend    the   Tariff  Schedules   of   the 
United  States    in   order    to    change    the    customs    treatment   of   certain 
woven   fabrics    of  wool   if   products   of   an   insular  possession   of   the 
United  States   but    imported    into   such   possession   as    fabric   for 
further  processing." 

The   proposed    legislation  would   amend    the  Tariff   Schedules   of 
the  United   States    (19   U.S.C.    1202)    by   imposing   a   quantitative  . 
limitation    (1,000,000  linear  yards   in  1975   and   500,000   linear 
yards    in   subsequent   years)    on    the  duty-free   entry   under   General 
Headnote   3(a)    of    the   Tariff  Schedules    of    certain   foreign  woolen 
fabrics  which  have   undergone    further   processing  in   an   insular 
possession    of    the    United   States   located   outside   the   United 
States    customs    territory.      Beyond    these   limits,    fabrics    from 
the   islands  would  be   subject    to    the  same   U.S.    tariff   as  woolens 
from  any  other   most-favored-nation  source.      The  woven  woolen 
fabrics    to  which    the   proposed   legislation   relates    are   those 
described   in   items    336.50,    336.55,    and    336.60   of   the  Tariff 
Schedules   of    the   United   States. 

Presently,    under  General  Headnote   3(a)    of    the  Tariff 
Schedules,    fabrics    are   entitled   to   duty-free   entry    if   they   are 
deemed   to  be   a  manufacture   or  product    (not   fabrics   merely    further 
processed)    of    the    insular  possessions    and    if   they   meet    the   value 
requirements    set    forth   under   that   provision.      In   recent  years    a 
growing   volume    or    trade    in  woolen    fabrics   has   been   entering 
through   the  Virgin   Islands,   where  woolens    frequently   undergo 
further   processing    to  meet    the   50   per   cent   value-added   criterion 
for  duty-free   entry    into    the   United   States.      The   increased  value 
of  such  shipments    from  this  .insular  possession   —   $300,000   in 
1968,    $5.2   million   in   1973,    and   $2.7  million   in   1974   —  has    given 
rise   to   protests    from  the  U.    S.    textile   industry    against   the   dis- 
criminatory  loophole   in  General  Headnote    3(a)    of    the  Tariff   Sched- 
ules,   as    presently   written,   which,    if   continued,    could  bring   about  ■ 
substantial   unemployment    in    that    industry. 
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Although    the   Treasury   normally  would    oppose   any   measure  which 
would   create   a  new   tariff   or   a  nontariff  harrier  to   trade,    the 
instant  situation  would   seem   to  warrant   amendatory   action.      No 
unusual   administrative   difficulties    are   anticipated   if    the   pro- 
posed legislation    is    enacted.      Therefore,  the   Department  would 
have  no  objection    to   enactment    of   S.    1904, 

The  Department  has  been  advised  by  the  Office  of  Management 
and  Budget  that  there  is  no  objection  from  the  standpoint  of  the 
Administration's    program  to    the   submission   of   this    report    to  your 

Committee. 

Sincerely  yours, 


p~4^-£M{~4f~ 


General   Counsel 


The  Honorable 
Russell  Long,    Chairman 
Committee   on   Finance 
United   States    Senate      . 
Washington,    D.    C.      20510 


Departmental  Comments  Received  as  of  Aug.  23,  1956  on  the 
Various  House  Passed  Revenue  and  Tariff  Bills 


75-946   O  -  76  -  14 
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GENERAL  COUNSEL  OF  THE 

UNITED   STATES   DEPARTMENT  OF   COMMERCE 

Washington.  U.C.    20230 


JUN  2  8  1976 

Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.  20510 

Dear  Mr.  Chairman: 

This  is  in  reply  to  your  request  for  the  views  of 
this  Department  on  H.R.  1386,  an  Act 

"For  the  relief  of  Smith  College 
Northampton,  Massachusetts." 

H.R.  1386  would  authorize  the  Secretary  of  the 
Treasury  to  admit  free  of  duty  thirty-three  carillon 
bells  (including  all  accompanying  parts  and 
accessories)  manufactured  in  France  for  the  use  of 
Smith  College,  Northampton,  Massachusetts.   The  bill 
further  provides  that,  if  the  liquidation  of  the  entry  for 
any  of  the  articles  has  become  final,  such  entry  shall 
be  reliquidated  and  the  appropriate  refund  of  duty  shall 
be  made. 

The  bells  which  are  the  subject  of  the  bill  are 
tentatively  valued  at  $36,400.   Carillon  bells  are 
classified  under  item  725.36  of  the  Tariff  Schedules  of 
the  United  States  (19  U.S.C.  1202),  which  provides  that 
"Percussion  musical  instruments:  Sets  of  tuned  bells 
known  as  chimes,  peals,  or  carillons :.... Containing  over 
22  but  not  over  34  bells"  are  dutiable  at  7  percent 
ad  valorem.   Duty  would  be   approximately  $2,550. 

The  Department  of  Commerce  has  no  objection  to  the 
enactment  of  H.R.  1386. 

When  contacted  in  October  1974  concerning  H.R.  16162, 
similar  9  3rd  Congress  legislation,  the  only  known 
domestic  producer  of  carillon  bells  indicated  that  he 
expected  to  stop  casting  bells  and  would  concentrate 
entirely  on  importation  and  installation  of  bells. 
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Consequently,  there  appears  to  be  no  domestic  producer  of 
carillon  bells  that  may  be  affected  by  the  enactment  of  thi; 
bill. 

In  the  event  this  legislation  were  enacted,  it  would 
have  no  impact  on  the  revenues  to,  or  the  administrative 
cost  of,  this  Department. 

We  have  been  advised  by  the  Office  of  Management  and 
Budget  that  there  would  be  no  objection  to  the  submission 
of  this  report  from  the  standpoint  of  the  Administration's 
program. 
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UNITED   STATES 
INTERNATIONAL  TRADE   COMMISSION 

WASHINGTON.    DC.      20436 


THE    CHAIRMAN 


August  18,  1976 


Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

H.R.  1386  has  the  effect  of  a  private  bill  which,  upon  enactment, 
would  direct  the  Secretary  of  the  Treasury  to  admit  free  of  duty  a 
thirty-three  bell  carillon  imported  for  the  use  of  Smith  College, 
Northampton,  Massachusetts.   In  the  case  that  the  liquidation  of  the 
entry  has  become  final,  the  bill  authorizes  reliquidation  of  the  entry 
with  appropriate  refund  of  duties. 

The  most-favored-nation  rates  of  duty  applicable  to  carillons 
under  items  725. 34-. 38  of  the  Tariff  Schedules  of  the  United  States 
are  currently  as  follows  when — 

Containing  not  over  22  bells 5%  ad  val. 

Containing  over  22  but  not  over  34  bells 7%  ad  val. 

Containing  over  34  bells 3%  ad  val. 

Information  received  by  the  Commission  indicates  that  the  sole 
producer  of  carillons  in  the  United  States  has  manufactured  similar 
carillons  containing  as  many  or  more  bells  in  the  last  several  months. 
However,  this  domestic  manufacturer  has  scaled  down  its  operation  to 
the  point  where  only  3  individuals  are  currently  involved  in  the 
production  of  bells  on  a  "to-order"  basis  and  this  manufacturer  does 
not  oppose  the  enactment  of  H.R.  1386. 

Imports  of  carillons  containing  over  22  but  not  over  34  bells 
were  valued  at  $8,325  in  1974,  and  increased  to  $53,013  in  1975. 


Sincerely. 
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GEPJERAL  COUNSEL  OF  THE 

UNITED   STATES   DEPARTMENT   OF   COMMERCE 

Washington.  D  C.    20230 
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Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.  20  510 

Dear  Mr.  Chairman: 

This  is  in  response  to  your  request  for  the  views 
of  this  Department  on  H.R.  217  7,  an  Act 

"To  exempt  from  duty  certain  aircraft 
components  and  materials  installed  in 
aircraft  previously  exported  from  the 
United  States  where  the  aircraft  is 
returned  without  having  been  advanced 
in  value  or  improved  in  condition  while 
abroad. " 

If  enacted,  this  legislation  would  provide  duty 
exemption  for  components  and  materials  of  U.S.  origin 
installed  in  aircraft  in  the  United  States  when  such 
aircraft  are  exported  from  the  United  States  and 
reimported  without  having  been  advanced  in  value  or 
improved  in  condition  while  abroad.   The  Act  would  apply 
only  if  the  aircraft  were  entered  for  consumption 
before  19  70  pursuant  to  an  entry  which  is  unliquidated 
as  of  the  date  of  enactment  of  the  Act. 

This  Act  applies  to  a  unique  case  in  which  a  used 
aircraft  with  U.S.  components  was  purchased  abroad  and 
imported  into  the  United  States.  The  Act  would  exempt 
from  duty  the  U.S.  components  which  had  been  installed 
in  the  plane  following  a  previous  importation. 

The  Department  of  Commerce  does  not  object  to 
enactment  of  H.R.  2177.   It  appears  equitable  to  the 
Department  in  this  case  to  exempt  products  of  the 
United  States  from  duty  when  such  products  are 
fabricated  components  of  an  article  previously  exported 


jOUJT.'O.v 


208 


and  reentered  and  when  the  components  of  U.S.  origin 
have  not  been  advanced  in  value  or  improved  in  condition 
while  abroad.   In  the  Department's  view,  there  appears 
to  be  no  reasonable  purpose  served  in  holding  dutiable 
such  components,  as  the  U.S.  Customs  Service  has  so 
ruled  them  under  present  law.   In  our  view,  exemption 
from  duty  in  this  case  would,  moreover,  be  consistent 
with  the  duty-free  treatment  already  provided  under 
TSUS  item  800.00  for  products  of  the  United  States  when 
returned  after  having  been  exported,  without  having  been 
advanced  in  value  or  improved  in  condition  while  abroad. 

In  the  event  this  legislation  were  enacted  it  would 
have  no  impact  on  the  revenues  to,  or  the  administrative 
costs  of,  this  Department. 

We  have  been  advised  by  the  Office  of  Management 
and  Budget  that  there  would  be  no  objection  to  the 
submission  of  this  report  to  the  Congress  from  the 
standpoint  of  the  Administration's  program. 

Sincerely 
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UNITED  STATES  INTERNATIONAL  TRADE  COMMISSION 

Washington,  D.C.  ^  ^  ^yg 

MEMORANDUM  TO  THE  SENATE  COMMITTEE  ON  FINANCE  ON 
H.R.  2177,  AN  ACT  TO  EXEMPT  FROM  DUTY  CERTAIN 
AIRCRAFT  COMPONENTS  AND  MATERIALS  INSTALLED  IN 
AIRCRAFT  PREVIOUSLY  EXPORTED  FROM  THE  UNITED 
STATES  WHERE  THE  AIRCRAFT  IS  RETURNED  WITHOUT 
HAVING  BEEN  ADVANCED  IN  VALUE  OR  IMPROVED  IN 
CONDITION  WHILE  ABROAD. 


H.R.  2177  would  exempt  from  duty  components  and  materials  of 
any  aircraft  which  are  products  of  the  United  States  and  which  were 
installed  (after  the  aircraft  was  operational)  while  the  aircraft 
was  within  the  United  States  when  such  aircraft  is  returned  to  the 
United  States  after  having  been  exported  without  having  been  advanced 
in  value  or  improved  in  condition  by  any  process  of  manufacture  or 
other  means  while  abroad.   This  exemption  is  extremely  limited,  however, 
in  that  it  only  applies  to  aircraft  which  were  entered  for  consumption 
before  1970  pursuant  to  an  entry  which  is  unliquidated  as  of  the  date 
of  the  enactment  of  H.R.  2177. 

Although  the  Commission  is  not  aware  of  the  exact  number  of 
aircraft  which  would  qualify  for  the  duty  exemption  provided  for  in 
H.R.  2177,  it  is  doubtful  that  there  could  be  very  many  entries  of 
such  aircraft  which  were  filed  prior  to  1970  and  have  not  yet  been 
liquidated.   Therefore,  the  potential  impact  of  this  act  on  customs 
revenues  would  appear  to  be  minimal. 

The  enactment  of  H.R.  2177  would  not  alter  the  present  tariff 
treatment  of  aircraft  in  the  Tariff  Schedules  of  the  United  States. 


75-946  O  -  76  -  15 
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The  act  is  apparently  designed  for  a  very  limited  purpose,  and,  so 
long  as  the  U.S.  Customs  Service  does  not  liquidate  the  subject  entries 
prior  to  the  enactment  of  H.R.  2177,  it  would  appear  that  the  act  would 
accomplish  that  purpose.   The  Commission  has  found  no  technical 
deficiencies  in  the  drafting  of  H.R.  2177. 
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THE  GENERAL  COUNSEL  OF  THE  TREASURE 
WASH  INGTON.   D  C      20220 


J  UN  1  0  1376 


Dear  Mr.  Chairman: 

Reference  is  made  to  your  request  for  the  views  of  this  Department 
on  H.R.  2181,  a  bill  "To  amend  the  Tariff  Schedules  of  the  United  States 
to  provide  duty-free  treatment  of  any  aircraft  engine  used  as  a  temporary 
replacement  for  an  aircraft  engine  being  overhauled  within  the  United 
States  if  duty  was  paid  on  such  replacement  engine  during  a  previous 
importation ." 

H.R.  2181  would  amend  the  Tariff  Schedules  of  the  United  States  (TSUS), 
(19  U.S.C.  1202)  by  the  inclusion  of  a  new  item  numbered  801.20,  in  sub- 
part A  of  part  1  of  schedule  8,  TSUS.  The  new  item  would  provide  for  the 
duty-free  entry  of  any  aircraft  engine  or  propeller  or  any  part  or  accessory 
of  either,  previously  imported,  with  respect  to  which  the  duty  was  paid 
upon  such  previous  importation,  if  (1)  reimported  without  having  been  ad- 
vanced in  value  or  improved  in  condition  by  any  process  of  manufacture  or 
other  means  while  abroad,  after  having  been  exported  under  loan,  lease,  or 
rent  to  an  aircraft  owner  or  operator  as  a  temporary  replacement  for  an 
aircraft  engine  being  overhauled,  repaired,  rebuilt,  or  reconditioned  in 
the  United  States,  and  (2)  reimported  by  or  for  the  account  of  the  person 
who  exported  it  from  the  United  States. 

Importations  of  the  type  described  by  the  proposed  bill  are  now  subject 
to  duty  on  full  appraised  value  by  reason  of  headnote  1,  part  1,  schedule  6, 
TSUS,  which  provides  that  in  the  absence  of  a  specific  provision  to  the 
contrary,  the  tariff  status  of  an  article  is  not  affected  by  the  fact  that 
it  was  previously  imported  into  the  Customs  territory  of  the  United  States 
and  cleared  through  Customs  whether  or  not  duty  was  paid  upon  such  previous 
importation.   As  there  is  no  specific  provision  in  the  tariff  schedules 
under  which  previously  imported  and  duty-paid  aircraft  engines,  propellers, 
or  any  part  or  accessory   of  either,  could  be  exported  and  returned  free 
of  duty  in  the  context  of  the  type  of  transaction  described  in  the  bill,  they 
would  be  subject  to  duty  on  each  successive  importation. 

We  are  unable  to  reliably  estimate  the  amount  of  duty  now  being  collected 
on  airplane  engines  and  their  parts  which  are  imported  under  the  circumstances 
in  which  the  proposed  bill  would  apply,  because  import  statistics  do  not  differ- 
entiate between  articles  imported  for  the  first  time  and  those  which  were 
previously  imported.   The  principal  importers  under  the  proposed  tariff 
provision  would  be  firms  that  repair  and  overhaul  engines  and  regularly 
loan  engines  to  customers.   Six  such  firms  have  been  identified  in  the 
United  States,  and  it  is  probable  that  the  yearly  loss  of  revenue  from  those 
importers  alone  would  exceed  $2.5  million  if  the  bill  is  enacted.   In  addition 
to  repair  firms,  some  importations  by  commercial  airlines  would  also  be 
affected  by  the  bill,  resulting  in  additional  loss  of  revenue. 
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The  Department  takes  no  position  on  the  merits  of  the  proposed 
legislation.   No  unusual  administrative  difficulties  are  anticipated 
should  the  bill  be  enacted. 

The  Department  was  advised  by  the  Office  of  Management  and  Budget 
that  there  was  no  objection  from  the  standpoint  of  the  Administration's 
program  to  the  submission  of  a  similar  report  on  this  bill  to  the  House 
Committee  on  Ways  and  Means. 

Sincerely  yours, 


(<Lst~~*.  *?- 


«*% 


General  Counsel 


The  Honorable 
Russell  Long,  Chairman 
Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 
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THE  SPECIAL  REPRESENTATIVE  FOR 

TRADE  NEGOTIATIONS 

WASHINGTON 


2  8  JUN  1976 


The  Honorable  Russell  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.   20510 

Dear  Mr.  Chairman: 

Thank  you  for  your  letter  of  May  26,  1976  requesting 
a  report  from  this  Office  on  H.R.  218.1,  an  Act  "To  amend 
the  Tariff  Schedules  of  the  United  States  to  provide 
duty-free  treatment  of  any  aircraft  engine  used  as  a 
temporary  replacement  for  an  aircraft  engine  being 
overhauled  within  the  United  States  if  duty  was  paid 
on  such  replacement  engine  during  a  previous  importation, 

We  have  reviewed  the  proposed  legislation  and  have 
no  objection  to  its  enactment. 

The  Office  of  Management  and  Budget  advises  that 
there  is  no  objection  to  the  presentation  of  these  views 
from  the  standpoint  of  the  Administration's  program. 

Sincerely, 
Frederick  B.  Dent 
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GENERAL  COUNSEL  OF  THE 

UIMITED  STATES  DEPARTMENT  OF  COMMERCE 

Washington.  D.C.    20230 


JUN  2  8  1976 


Honorable  Russel  B.  Long 

Chairman,  Committee  on  Finance  % 

United  States  Senate 

Washington,  D.  C.  20510 

Dear  Mr.  Chairman: 

This  is  in  further  reply  to  your  request  for  the  views  of 
this  Department  with  respect  to  H.R.  2181,  an  Act 

"To  amend  the  Tariff  Schedules  of  the  United  States 
to  provide  duty-free  treatment  of  any  aircraft 
engine  used  as  a  temporary  replacement  for  an 
aircraft  engine  being  overhauled  within  the 
United  States  if  duty  was  paid  on  such  replacement 
engine  during  a  previous  importation." 

If  enacted,  H.R.  2181  would  amend  the  Tariff  Schedules  of 
the  United  States  (TSUS)  to  add  a  new  item  801.20  to  allow  duty- 
free entry  of  aircraft  engines  and  parts  which  have  been 
previously  imported,  with  respect  to  which  duty  was  paid  on 
the  previous  importation,  under  the  following  conditions: 
(1)  the  engines  or  parts  must  be  reimported  without  having  been 
advanced  in  value  or  improved  in  condition  while  abroad,  after 
having  been  exported  under  loan,  lease,  or  rent  to  an  aircraft 
owner  or  operator  as  a  temporary  replacement  for  an  aircraft 
engine  being  overhauled,  repaired,  rebuilt,  or  reconditioned  in 
the  United  States  and,  (2)  must  be  reimported  by  or  for  the 
account  of  the  person  who  exported  them  from  the  United  States. 
Piston  and  jet  aircraft  engines  and  parts  are  dutiable  at  the 
respective  rates  of  4  percent  ad  valorem  (TSUS  item  660*.  44)  and 
5  percent  ad  valorem  (TSUS  item  660.46). 

The  Department  of  Commerce  favors  enactment  of  H.R.  2181. 

Under  item  801.00  of  the  TSUS  articles  previously  imported 
are  duty-free  under  conditions  similar  to  those  proposed  in 
H.R.  2181,  if  reimported  after  having  been  exported  under  lease 
to  a  foreign  manufacturer.   However,  in  the  case  of  aircraft 
owners  or  operators,  rather  than  foreign  manufacturers,  such 
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items  do  not  qualify  under  item  801.00  and  new  tariff  provisions 
appear  to  be  necessary  to  obtain  like  treatment. 

There  are  three  major  American  firms  engaged  in  the  foreign 
aircraft  engine  repair  business  which  supply  replacement  engines 
on  loan.   In  order  to  service  clients  who  own  foreign-made 
aircraft  engines,  these  firms  purchase  comparable  aircraft 
engines  and  pay  duty  on  them  when  they  are  originally  imported. 
When  an  aircraft  experiences  engine  trouble  overseas,  the 
American  firm  will  loan  an  engine  to  the  distressed  aircraft 
and  bring  the  original  engine  to  the  United  States  for  repair. 
When  the  repair  work  is  completed,  the  original  engine  is  returned 
to  the  aircraft  and  the  loaned  engine  is  reimported  by  the  American 
repair  firm.   With  each  reentry,  duty  must  be  paid.   Between  100 
and  150  reentries  are  made  each  year  in  the  course  of  these  firms' 
operations,  resulting  in  an  estimated  $2  million  in  annual  duty 
payments.   As  a  result  of  these  duty  payments,  the  firms  involved 
estimate  a  loss  in  business  each  year  of  several  million  dollars 
to  their  foreign  competitors. 

Enactment  of  H.R.  2181  would  be  consistent  with  the 
Administration's  policy  of  promoting  United  States  exports  of 
goods  and  services.   The  duties  payable  on  multiple  entries  of 
aircraft  engines  and  parts  in  the  normal  course  of  the  aircraft 
engine  repair  business  represent  a  disincentive  to  the  export 
of  such  services,  as  well  as  an  unnecessary  financial  burden, 
which  should  and  can  be  removed  by  the  enactment  of  H.R.  2181. 

In  the  event  this  legislation  were  enacted,  it  would  have 
no  impact  on  the  revenues  to,  or  administrative  costs  of,  this 
Department. 

We  have  been  advised  by  the  Office  of  Management  and  Budget 
that  there  would  be  no  objection  to  the  submission  of  this  report 
from  the  standpoint  of  the  Administration's  program. 
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UNITED  STATES  INTERNATIONAL  TRAD!'  COMMISSION 
Washington,  D.C.  204  36 


August  16,  1976 

MEMORANDUM  TO  THE  SENATE  FINANCE  COMMITTEE  ON  H.R.  2181, 
94TH  CONGRESS,  AN  ACT  "TO  AMEND  THE  TARIFF  SCHEDULES 
OF  THE  UNITED  STATES  TO  PROVIDE  DUTY-FREE  TREATMENT 
OF  ANY  AIRCRAFT  ENGINE  USED  AS  A  TEMPORARY  REPLACE 
MENT  FOR  AN  AIRCRAFT  ENGINE  BEING  OVERHAULED-  WITHIN 
THE  UNITED  STATES  IF  DUTY  WAS  PAID  ON  SUCH  REPLACE- 
MENT ENGINE  DURING  A  PREVIOUS  IMPORTATION." 


H.R. 2181  proposes  to  amend  subpart  A  of  part  1  of  schedule  8  of  the 

Tariff  Schedules  of  the  United  States  (TSUS)  by  inserting  immediately 

after  item  801.10,  TSUS,  a  new  item  providing  for  the  duty-free  entry  of: 

Any  aircraft  engine  or  propeller,  or  any  part  or 
accessory  of  either,  previously  imported,  with  respect 
to  which  the  duty  was  paid  upon  such  previous  importation, 
if  (1)  reimported  without  having  been  advanced  in  value  or 
improved  in  condition  by  any  process  of  manufacture  or  other 
means  while  abroad,  after  having  been  exported  under  loan, 
lease,  or  rent  to  an  aircraft  owner  or  operator  as  a  tempor- 
ary replacement  for  an  aircraft  engine  being  overhauled, 
repaired,  rebuilt,  or  reconditioned  in  the  United  States, 
and  (2)  reimported  by  or  for  the  account  of  the  person  who 
exported  it  from  the  United  States. 

Section  2  of  the  act  provides  that  the  amendment  shall  be  effective  with 
respect  to  articles  entered,  or  withdrawn  from  warehouse,  for  consumption 
on  or  after  the  date  of  the  enactment  of  this  Act. 

The  Commission  has  been  advised  that  the  act  was  occasioned  by  the 
inability  of  a  firm  engaged  in  the  repair  of  aircraft  engines  to  enter 
its  "loaner"  or  replacement  engines,  propellers,  parts  and  accessories 
(upon  which  duty  had  been  paid  on  previous  importations)  free  of  duty.  1/ 
It  is  our  understanding  that  the  engines,  propellers,  parts  and  acces- 
sories to  be  repaired  are  entered  into  the  United  States  without  the  pay- 
ment of  duty,  under  bond,  for  their  exportation,  pursuant  to  item  864.05, 


1/   While  some  of  its  replacement  engines,  propellers,  parts  and  acces- 
sories were  originally  imported  by  this  firm,  a  significant  percentage  of 
its  foreign  engines  and  parts  were  purchased  from  others  in  the  United 
States. 
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TSUS.   Since  it  is  often  not  economically  feasible  to  ground  an  aircraft 

in  the  United  States  for  a  prolonged  period  of  time  pending  engine  repairs, 

it  is  the  common  practice  to  remove  the  defective  engine  or  part  while  the 

aircraft  is  abroad  and  replace  it  with  a  "loaner"  engine  or  part  from  the 

United  States  (subject  to  a  rental  fee).   When  the  repair  involves  foreign 

engines,  the  replacement  engines  or  parts  are  also  invariably  foreign  made. 

When  the  repairs  have  been  completed  and  the  repaired  articles  are 

exported,  the  replacement  engines  or  parts  are  returned  to  the  United 

States  where  they  are  ordinarily  subject  to  the  payment  of  appropriate 

import  duties.   In  this  regard,  headnote  1  to  part  1  of  schedule  8,  TSUS, 

provides  that: 

In  the  absence  of  a  specific  provision  to  the 
contrary,  the  tariff  status  of  an  article  is  not 
affected  by  the  fact  it  was  previously  imported  into 
the  customs  territory  of  the  United  States  and  cleared 
through  customs  whether  or  not  duty  was  paid  upon  such 
previous  importation. 

In  the  case  of  the  repair  firm  sponsoring  this  legislation,  we  have 
been  informed  that  no  duties  have  been  paid  on  its  replacement  engines  or 
parts  since  1973.   All  of  these  engines  and  parts  have  been  entered 
without  the  payment  of  duty,  under  bend,  for  their  exportation,  pursuant 
to  item  864.05,  TSUS,  which  provides  for  the  temporary  importation  of 
articles  to  be  repaired,  altered,  or  processed.   Under  this  provision  of 
the  TSUS,  these  engines  and  parts  must  be  exported  from  the  United  States 
within  3  years  (at  the  latest'  of  the  date  of  importation.   This  require- 
ment appears  to  be  the  reason  for  the  retroactive  previsions  of  the 
proposed  legislation. 
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H.R.  2181,  if  enacted,  would  create  a  specific  provision  for  the 
duty-free  reimportation  of  "loaner"  or  replacement  engines,  propellers, 
parts  and  accessories.   Similar  duty-free  provisions  presently  exist  in 
part  1A  of  schedule  8,  TSUS,  to  cover  reimportations  of  articles  exported 
under  lease  to  a  foreign  manufacturer  (item  801.00,  TSUS),  and  reimport- 
ations of  articles  which  do  not  conform  to  sample  or  specification  (item 
801.10,  TSUS).   The  proposed  legislation  differs  from  these  two  existing 
provisions  in  that  it  only  requires  that  the  engine,  propeller,  part  or 
accessory  be  reimported  by  or  for  the  account  of  the  person  who  exported 
it  from  the  United  States,  while  items  801.00  and  801.10,  TSUS,  require 
that  the  articles  in  question  be  reimported  by  or  for  the  account  of  the 
person  who  imported  it  into,  and  exported  it  from,  the  United  States.   The 
rationale  behind  the  existing  provisions  appears  to  be  to  prevent  double 
liability  for  the  payment  of  duty  on  imported  articles  under  certain 
circumstances.   The  proposed  legislation,  as  written  could  not  only  pre- 
vent double  liability,  it  could  preclude  any  liability  fo^-  duty  with 
respect  to  a  person  reimporting  an  article  which  he  exported  from  the 
United  States,  but  which  he  did  not  originally  import  and  pay  duties  on. 
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THE  GENERAL  COUNSEL  OF  THE  TREASURY 
WASH  INGTON.   DC.    20220 


JUN2  2  1976 


Dear  Mr.  Chairman: 

Reference  is  made  to  your  request  for  the  views  of  this  Depart- 
ment on  H.R.  4047 j  "For  the  relief  of  Jack  R.  Misner." 

Mr.  Misner  of  North  Tonawanda ,  New  York,  filed  a  temporary 
importation  entry  on  September  25.  1972,  tinder  item  864.05.  Tariff 
Schedules  of  the  United  States,  for  the  renovation  of  the  schooner 
Panda  which  was  imported  on  September  19,  1972.   This  renovation  has 
been  delayed  because  of  material  shortages  encountered  by  Mr.  Misner. 

Headnote  1,  subpart  5C .  schedule  8,  Tariff  Schedules  of  the  United 
States,  provides  that  the  total  period  for  which  merchandise  entered 
under  a  temporary  importation  bond  may  remain  in  the  United  States  shall 
not  exceed  3  years.   H.R.  4047  would  extend  the  3-year  period  for  the 
schooner  Panda,  which  was  due  to  expire  September  18,  1975,  for  2  addi- 
tional years  . 

Although  the  bill  would  confer  on  Mr.  Misner  privileges  not  availa- 
ble generally  to  other  importers,  in  view  of  the  circumstances  involved, 
this  Department  has  no  objection  to  the  enactment  of  the  proposed  legisla- 
tion.  Further,  the  Department  expects  no  unusual  administrative  diffi- 
culties in  carrying  out  the  provisions  of  the  proposed  legislation. 

The  Department  has  been  advised  by  the  Office  of  Management  and 
Budget  that  there  was  no  objection  from  the  standpoint  of  the  Administra- 
tion's program  to  the  submission  of  a  similar  report  on  this  bill 
to  the  House  Committee  on  Ways  and  Means. 


Sincerely  yours 


The  Honorable 
Russell  Long,  Chairman 
Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 


Acting  General  Counsel 
>P  nry  C.  Stockell,  Jr.. 
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GENERAL  COUNSEL  OF  THE 
DEPARTMENT  OF  COMMERCE 

Washington.  D.C.    20230 


JUN2  9  1976 

Honorable  Russell  B.    Long 
Chairman,    Committee  on  Finance 
United  States  Senate 
Washington,    D.C.    20510 

Dear  Mr.    Chairman: 

This  is  in  reply  to  your  request  for  the  views  of  this  Department 
on  H.  R.   4047,    an  Act 

"For  the  relief  of  Jack  R.    Misner.  " 

H.  R.    4047  would  extend  until  September  18,    1977,    the  expiration 
date  of  the  temporary  importation  bond  covering  the  schooner  Panda. 
Mr.    Misner  entered  the  Panda,    which  is  under  British  registry,    into 
the  United  States  on  September  25,    1972,    for  the  purpose  of  carrying 
out  certain  repairs  on  the  vessel.     The  Panda  was  entered  under  pro- 
visions of  item  864.  05  of  the  Tariff  Schedules  of  the  United  States 
(TSUS),    which  provides  that  articles  to  be  repaired,    altered,    or 
processed  in  the  United  States,    when  not  imported  for  sale  in  the 
United  States,    may  be  admitted  without  the  payment  of  duty,    under 
bond  for  their  exportation  within  one  year  of  the  date  of  importation. 
This  period  may  be  extended  upon  application,    at  the  discretion  of  the 
Secretary  of  the  Treasury,    for  a  period  not  to  exceed  a  total  entry 
period  of  three  years. 

Upon  entry  of  the  vessel  Mr.    Misner  paid  the  required  temporary- 
importation  bond,   which  is  double  the  duty  that  would  be  paid  for 
regular  importation  of  the  vessel,    and  the  schooner  was  granted  duty- 
free entry  under  the  bond  for  a  period  of  one  year  following 
September  25,    1972.     In  1973  Mr.    Misner  applied  for  and  was  granted 
a  two-year  extension  of  the  bond  until  September  1975.     However, 
repairs  to  the  vessel  have  been  hampered  by  continuing  delays  in 
delivery  of  certain  parts,    all  of  domestic  origin,    with  the  result  that 
the  repairs  were  not  completed  by  September  1975,    and  Mr.    Misner 
stands  to  forfeit  the  bond.     Therefore,    Mr.    Misner  is  seeking  legis- 
lative relief  because  the  TSUS  does  not  allow  a  temporary  entry  period 
of  longer  than  three  years,    even  if  repairs  are  delayed  because  of 
parts  shortages. 
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The  Department  of  Commerce  does  not  object  to  H.R.    4047.     The 
Department  believes  that  this  Act  does  not  affect  U.S.    international 
economic  policy  and  that  it  does  not  adversely  affect  U.S.    producers  as 
the  repairs  are  being  made  with  goods  produced  by  U.S.   manufacturers. 

In  the  event  this  legislation  were  enacted,    it  would  have  no  impact 
on  the  revenues  to,    or  administrative  costs  of,    this  Department. 

We  have  been  advised  by  the  Office  of  Management  and  Budget 
that  there  would  be  no  objection  to  the  submission  of  this  report  to  the 
Congress  from  the  standpoint  of  the  Administration's  program. 


Sincerely 
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August  16,  1976 

UNITED  STATES  INTERNATIONAL  TRADE  COMMISSION 
Washington.  D.C. 

MEMORANDUM  TO  THE  SENATE  FINANCE  COMMITTEE  ON  H.R.  4047, 
94TH  CONGRESS,  AN  ACT  FOR  THE  RELIEF  OF  JACK  R.  MISNHK 

H.R.  4047  has  the  effect  of  a  private  bill  which,  upon  enactment, 
would  direct  the  Secretary  of  the  Treasury  to  extend  the  expiration 
date  of  the  temporary  importation  bond  covering  the  schooner  Panda 
until  the  close  of  September  IS,  1977,  notwithstanding  the  provisions 
of  subpart  5C  of  schedule  8  of  the  Tariff  Schedules  of  the  United 
States  (TSUS)  (19  U.S.C.  1202). 

Mr.  Jack  R.  Misner  of  North  Tonawanda,  New  York,  filed  a  temporary 
importation  entry  on  September  25,  1972,  under  item  864.05,  TSUS,  1/ 
for  the  renovation  of  the  schooner  Panda  which  was  imported  on 
September  19,  1972.   This  renovation  has  been  delayed  because  of 
shortages  of  material  encountered  by  Mr.  Misner.  Headnote  1,  subpart 
5C,  schedule  8,  TSUS,  provides  that  the  total  period  for  which  merchan- 
dise entered  under  a  temporary  irportation  bond  may  remain  in  the  United 
States  shall  not  exceed  5  years.  The  3-year  period  for  the  schooner 
Panda  is  to  expire  September  IS,  1975.   H.R.  4047  would  extend  this 
period  for  two  additional  years. 

Although  the  Secretary  of  the  Treasury  is  currently  empowered  under 
section  518,  Tariff  Act  of  1950,  as  amended  (19  U.S.C.  1518),  to  extend 
the  time  period  prescribed  therein  for  the  performance  cf  any  act  during 
the  continuance  of  an  emergency  proclaimed  by  the  President,  this  au- 
thority does  not  provide  any  basis  for  relief  to  Mr.  Misner. 


1/  Iten  864.05  provides  ror  the  tentporary  irportation  under  bond  of 
--"'Articles  to  be  repaired,  altered  or  processed  (including  processes 
which  result  in  articles  manufactured  or  produced  in  the  United  States) 
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This  bill  would,  in  effect,  confer  upon  Mr.  Misner  privileges 
which  are  not  available  to  other  importers .   From  an  equitable  or 
hardship  point  of  view,  the  circuastances  in  this  case  may  very  well 
warrant  the  extension  of  the  temporary  importation  bond  period.  How- 
ever, it  may  be  that  there  are  other  similar  hardship  cases  or  there 
may  be  such  cases  in  the  future,  therefore,  the  Committee  may  wish 
to  give  consideration  to  giving  to  the  Secretary  of  the  Treasury  the 
authority  to  grant  extensions  in  any  instance  where  he  deems  the 
circumstances  warrant. 

If  the  3-year  temporary  importation  bond  period  is  to  be  extended 

for  hardship  cases  the  most  appropriate  remedy  would  be  an  amendment 

of  headnote  1,  subpart  5C,  schedule  8,  TSUS  to  give  the  Secretary  of 

the  Treasury  the  authority  to  extend  the  period  in  cases  of  hardship. 

It  is  suggested  that  such  an  amendment  might  be  as  follows  (new 

language  underscored) : 

1.   (a)  The  articles  described  in  the  provisions  of 
this  subpart,  when  not  imported  for  sale  or  for  sale  on 
approval,  may  be  admitted  into  the  United  States  without 
the  payment  of  duty,  under  bond  for  their  exportation 
within  1  year  from  the  date  of  importation,  which  period, 
in  the  discretion  of  the  Secretary  of  the  Treasury,  may 
be  extended,  upon  application,  for  one  or  more  further 
periods  which,  when  added  to  the  inital  1  year,  shall  not 
exceed  a  total  of  3  years,  except  that  (1)  with  respect 
to  articles  imported  under  item  864.05  the  period  may  be 
extended  beyond  5  years  in  cases  of  hardship,  at  the  dis- 
cretion of  the  Secretary  of  the  Treasury,  (2)  articles 
imported  under  item  864.75  shall  be  admitted  under  bond 
for  their  exportation  within  6  months  from  the  date  of 
importation  and  such  6-months  period  shall  not  be  extended, 
and  (3)  in  the  case  of  professional  equipment  and  tools  of 
trade  admitted  into  the  United  States  under  item  864.50 
which  have  been  seized  (other  than  by  seizure  made  at 
the  suit  of  private  persons) ,  the  requirement  of  re- 
exportation shall  be  suspended  for  the  duration  of  the 
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seizure.   For  purposes  of  this  headnote,  an  aircraft 
engine  or  propeller,  or  any  part  or  accessory  of  either, 
imported  under  item  864.05,  which  is  removed  physically 
from  the  United  States  as  part  of  an  aircraft  departing 
from  the  United  States  in  international  traffic  shall 
be  treated  as  exported. 

(b)  For  articles  admitted  into  the  United  States 
under  item  S64.50,  entry  shall  be  made  by  the  nonresident 
importing  the  articles  or  by  an  organization  represented 
by  the  nonresident  which  is  established  under  the  laws 
of  a  foreign  country  or  has  its  principal  place  of  busi- 
ness in  a  foreign  country. 
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HE  GENERAL  COUNSEL  OF  THE  TREASURY 
WASHINGTON.  DC.    20220 


AUG  3 


-  i976 


Dear  Mr.  Chairman: 

This  is  in  response  to  your  request  for  the 
views  of  the  Treasury  Department  on  H.R.  7  228, 
94th  Congress,  2d  Session,  a  House  passed  bill. 
H.R.  7228  would  amend  section  5205(h)  of  title  26 
of  the  United  States  Code  to  permit  the  authorization 
of  means  other  than  stamps  on  containers  of  distilled 
spirits  as  evidence  of  tax  payment. 

Under  existing  law  the  payment  of  the  Federal 
excise  tax  on  distilled  spirits  is  required  to  be 
evidenced  by  the  attachment  of  what  is  commonly 
known  as  a  strip  stamp  to  the  containers. 

The  technological  advances  in  the  closure 
industry  indicate  that  it  may  become  preferable 
to  evidence  the  tax  payment  on  containers  of 
distilled  spirits  by  devices  other  than  the  stamps 
that  are  now  used.   The  proposed  amendment  to 
section  5205(h)  of  the  words  "or  other  device" 
to  the  current  description  of  form  of  stamp  will 
allow  the  authorization  of  other  forms  of  evidence 
of  tax  payment  under  the  regulatory  controls  now 
in  existence. 


In  addition,  H.R.  7  228  would  amend  section  6801(b) 
which  currently  restricts  the  preparation  and 
distribution  of  stamps  to  the  Secretary  or  his  delegate 

The  restriction  has  no  undesirable  features  in 
relation  to  the  preparation  and  distribution  of  paper 
stamps  since  the  Bureau  of  Engraving  and  Printing  is 
geared  to  the  printing  of  paper  materials.   However, 
the  restriction  does  exclude  consideration  of  most 
other  methods  and  materials  because  the  Government 
is  not  generally  equipped  to  prepare  them  in  the 
desired  form  from  other  materials. 
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The  Department  recognizes  that  the  stamp  used  on 
distilled  spirits  containers  to  evidence  tax  payment 
represents  large  amounts  of  taxes  and  that  the 
preparation  and  distribution  of  this  evidence  of  tax 
payment  outside  of  the  Government  should  be  made  only 
under  circumstances  which  will  ensure  that  no  revenue 
is  lost  because  a  different  method  is  used  to  evidence 
tax  payment.   The  amendment  to  section  6801(b)  provides 
that  the  Secretary  is  to  prescribe  whatever  controls 
are  necessary  for  the  protection  of  the  revenue  when 
authorizing  persons  outside  of  the  Government  to  prepare 
and  distribute  stamps  or  other  devices  for  evidence  of 
tax  payment  on  containers  of  distilled  spirits.   This 
amendment  will  provide  the  Secretary  with  the  flexibility 
to  consider  and  approve  new  materials  and  methods  of 
preparing  and  distributing  the  product  while  retaining 
the  control  believed  essential  to  the  protection  of 
the  revenue. 

Enactment  of  H.R.  7  228  would  have  no  effect  on 
the  revenues. 

Accordingly,  the  Treasury  Department  favors 
enactment  of  H.R.  7  228. 

The  Department  has  been  advised  by  the  Office 
of  Management  and  Budget  that  there  is  no  objection 
from  the  standpoint  of  the  Administration's  program 
to  the  submission  of  this  report  to  your  Committee. 


Sincerely  yours, 


d^/t.du-uj- 


General  Counsel 
Richard  R.  Albrecht 
The  Honorable  - — 

Russell  B.  Long,  Chairman 
Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 
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THE  GENERAL  COUNSEL  OF  THE  TREASURY 
WASHINGTON.   DC.    20220 


JUL  2  2  1976 


Dear  Mr.  Chairman: 

This  is  in  response  to  your  request  for  the 
views  of  the  Treasury  Department  on  H.R.  8  283, 
94th  Congress,  2d  Session,  a  House  passed  bill. 
H.R.  8283  would  amend  section  5386(a)  of  title  26 
of  the  United  States  Code  with  respect  to  the 
type  of  flavors  which  may  be  used  on  bonded  wine 
cellar  premises  in  the  production  of  special 
natural  wines. 

Under  existing  law  (26  U.S.C.  §  5386),  special 
natural  wines  are  generally  the  products  made, 
pursuant  to  an  approved  formula,  from  a  base  of 
natural  wine  exclusively,  with  the  addition,  before, 
during  or  after  fermentation,  of  natural  herbs, 
spices,  fruit  juices,  aromatics,  essences,  and 
other  natural  flavorings.   Flavors  other  than 
natural  are  not  presently  permitted  to  be  used  in 
the  production  of  special  natural  wines. 

The  Department  recognizes  that  in  the  processing 
of  natural  flavors,  particularly  those  of  a  delicate 
nature,  percolation,  distillation,  extraction,  and 
other  processes  often  destroy  desirable  characteristics 
Therefore,  the  need  becomes  apparent  to  restore  some 
of  the  original  character  of  such  flavors  which  is 
lost  by  the  addition  of  small  amounts  of  flavor  other 
than  natural.   However,  such  additions  are  currently 
precluded  under  the  law. 
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H.R.  8283  would  amend  section  5386(a)  to 
permit  flavors,  other  than  natural,  to  be  used 
in  the  production  of  special  natural  wines. 
It  is  based  on  the  present  need  to  allow  the 
use  of  small  amounts  of  flavors  other  than 
natural  in  the  production  of  special  natural 
wines,  and  vests  in  the  Secretary  or  his 
delegate  the  authority  to  approve  the  use  of  such 
flavors.   H.R.  8  283  would  not  affect  the 
circumstances  under  which  natural  herbs,  spices,  *.. 
fruit  juices,  aromatics,  and  other  natural 
flavorings  may  be  used  in  producing  special 
natural  wines. 

Enactment  of  H.R.  8  283  would  have  no  affect 
on  the  revenues.   Furthermore,  the  additional  costs 
incurred  by  the  Government  as  a  result  of  an 
enactment  of  the  proposed  bill  would  be  negligible. 

Accordingly,  the  Treasury  Department  has  no 
objection  to  the  enactment  of  H.R.  8  283. 

The  Department  has  been  advised  by  the  Office 
of  Management  and  Budget  that  there  is  no  objection 
from  the  standpoint  of  the  Administration's  program 
to  the  submission  of  this  report  to  your  Committee. 

Sincerely  yours, 

(Signed)  Richard  R.  Albrecht 

I 


General  Counsel 


The  Honorable 
Russell  B.  Long,  Chairman 
Committee  on  Finance 
United  States  Senate 
Washington,  D.C.   20510 
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THE   SPECIAL   REPRESENTATIVE   FOR 

TRADE   NEGOTIATIONS 

WASHINGTON 


2  9  JUL  1976 


Dear  Mr.  Chairman: 

Thank  you  for  your  letter  of  June  11,  1976  request- 
ing a  report  from  this  Office  on  H.R.  8656,  an  Act  "To 
amend  the  Tariff  Schedules  of  the  United  States  in  order 
to  provide  for  the  duty-free  importation  of  loose  glass 
prisms  used  in  chandeliers  and  wall  brackets." 

The  prisms  covered  by  the  bill  are  not  produced  in 
the  United  States.   Since  domestic  users  are  dependent 
on  foreign  supplies,  elimination  of  the  duty  would  help 
U.S.  producers  of  chandeliers  to  compete  more  effectively 
with  imports  of  such  articles,  with  potential  benefits 
in  the  form  of  increased  production  and  employment. 

It  is  usually  preferable  to  reduce  or  eliminate 
duties  in  the  context  of  a  trade  agreement,  which 
enables  the  United  States  to  secure  reciprocal  advant- 
ages for  our  exports.   However,  under  the  circumstances 
noted  above,  we  believe  that  the  negotiating  value  of 
loose  prisms  would  not  be  large.   Moreover,  the  present 
duty  could  be  reduced  only  60  percent  rather  than  elimin- 
ated.  For  these  reasons,  the  benefits  of  unilateral 
duty  elimination  in  this  case  appear  to  offset  the  costs, 
and  this  Office  accordingly  has  no  objection  to  enact- 
ment of  H.R.  8656. 

The  Office  of  Management  and  Budget  advises  that 
there  is  no  objection  to  the  presentation  of  these  views 
from  the  standpoint  of  the  Administration's  program. 


Sincerely, 
IslBnedrireaerW*  ».  Dent 

Frederick  B.  Dent 


The  Honorable  Russell  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 


235 


THE  GENERAL  COUNSEL  OF  THE  TREASURY 

WASHINGTON.  O.C.    20220 


JUN  1  0  1976 


Dear  Mr.  Chairman: 

Reference  is  made  to  your  request  for  the  views  of  this  Department 
on  H.R.  11259,  "To  lower  the  duty  on  levulose  until  the  close  of  June  30, 
1978." 


The  bill  would  amend  subpart  B  of  part  1  of  the  Appendix  to  the  Tariff 
Schedules  of  the  United  States  (19  U.S.C.  1202)  by  inserting  a  new  item 
907.90  to  reduce  the  rate  of  duty  on  levulose  to  .6625  cent  per  pound 
(column  1)  and  1.9875  cents  per  pound  (column  2)  until  June  30,  1978.   This 
would  effectively  reduce  the  column  1  tariff  on  levulose  from  20  percent  to 
approximately  1  percent  ad  valorem. 

Levulose  is  a  sugar  complex  used  in  special  dietetic  foods  and  medicinal 
products  (e.g.  for  diabetes).   Domestic  consumption  of  this  item  is  supplied 
wholly  by  imports.   This  bill  should  lower  costs  to  consumers  without  injury 
to  domestic  industry.   Furthermore,  a  temporary  duty  reduction  ending  on 
June  30,  1978,  would  not  hinder  negotiations  in  the  MTN  or  conflict 
with  any  tariff  reductions  agreed  therein. 

The  Customs  Service  anticipates  no  unusual  administrative  difficulties 
if  the  proposed  legislation  is  enacted. 

In  light  of  the  foregoing,  the  Department  would  have  no  objection  to 
the  enactment  of  the  proposed  legislation. 

The  Department  was  advised  by  the  Office  of  Management  and  Budget  that 
there  was  no  objection  from  the  standpoint  of  the  Administration's  program 
to  the  submission  of  a  similar  report  on  this  bill  to  the  House  Committee 
on  Ways  and  Means. 

Sincerely  yours, 


^^L^.OM-^r- 


General  Counsel 


The  Honorable 
Russell  Long,  Chairman 
Committee  on  Finance 
United  States  Senate 
Washington,  D.C.  20510 
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THE  SPECIAL  REPRESENTATIVE  FOR 
TRADE  NEGOTIATIONS 

WASHINGTON 


1  7  JUN  1976 


The  Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.   20510 

Dear  Mr.  Chairman: 

This  is  in  response  to  your  request  of  May  24,  1976, 
for  the  views  of  this  Office  on  an  Act,  H.R.  11259,  "To 
lower  the  duty  on  levulose  until  the  close  of  June  30,  197 

We  have  no  objections  to  the  above  mentioned  bill. 

The  Office  of  Management  and  Budget  advises  that  it 
has  no  objection  to  the  presentation  of  these  views  from 
the  standpoint  of  the  Administration's  program. 


Sincerely, 
Frederick  B.  Dent 
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GENERAL  COUNSEL  OF  THE 

UNITED  STATES  DEPARTMENT  OF  COMMERCE 

Washington.  DC.    20230 


JUN  1  8  1976 


Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.  20510 

Dear  Mr.  Chairman: 

This  is  in  response  to  your  request  for  the  views  of 
the  Department  of  Commerce  on  H.R.  112  59,  an  Act 

"To  lower  the  duty  on  levulose  until 
the  close  of  June  30,  1978." 

If  enacted  H.R.  11259  would  amend  the  Tariff  Schedules 
of  the  United  States  (TSUS)  to  provide  for  the 
importation  of  levulose  at  a  reduced  duty  rate  through 
June  30,  1978.   The  bill  accomplishes  this  by  adding 
the  following  new  item  to  the  TSUS: 


Column  1 


Column  2 


907.90   Levulose 


0.6625* 
Der  lb. 


1.9875C 
per  lb. 


The  ad  valorem  equivalent  of  the  proposed  column- 1 
specific  duty,  based  on  1975  import  prices,  is  1.0 
percent.   There  have  been  no  imports  of  levulose  from 
column-2  countries  in  recent  years.   Levulose  is 
currently  dutiable  under  TSUS  item  49  3.66  at  a 
column-1  rate  of  20  percent  ad  valorem  and  a  column-2 
rate  of  50  percent  ad  valorem. 

The  Department  of  Commerce  does  not  opoose  enactment  of 
H.R.  11259. 

Levulose  is  a  purified  saccharide  that  is  not  produced 
commercially  in  the  United  States.   Current  use  of 
levulose  is  for  special  dietetic  foods  and  medicinal 
products.   Imports  amounted  to  about  274,000  pounds  in 
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1975,  valued  at  $175,000.   Because  of  its  high  price  and 
specialized  uses,  levulose  is  not  directly  competitive 
with  other  commercial  sweeteners  of  the  type  produced 
in  the  United  States.   For  this  reason  there  should  be 
no  significant  effect  on  U.S.  industry  if  the  duty 
on  levulose  is  lowered. 

The  U.S.  firm  currently  accounting  for  the  bulk  of 
levulose  imports  believes  the  temporary  duty  reduction 
will  enable  it  to  expand  the  U.S.  market  for  levulose 
and  justify  its  plans  to  establish  a  U.S.  plant  to 
produce  the  product  domestically  by  1978. 

The  Department  believes  that  duty  reductions  should 
normally  be  accomplished  through  trade  negotiations  to 
obtain  reciprocal  concessions  of  value  to  U.S.  exporters. 
In  this  case,  however,  we  believe  that  the  economic  benefits 
of  an  immediate  unilateral  reduction  outweigh  the  benefits 
of  such  potential  reciprocal  concessions  that  might  be 
negotiated.   In  any  case,  since  the  duty  reduction  is 
temporary,  the  President  could  still  negotiate  a  permanent 
reduction  during  the  Multilateral  Trade  Negotiations. 

Enactment  of  this  legislation  would  not  involve  the 
expenditure  of  funds  by  tois  Department. 

We  have  been  advised  by  the  Office  of  Management  and 
Budget  that  there  would  be  no  objection  to  the  submission 
of  this  report  from  the  standpoint  of  the  Administration's 
program. 

Sincerely,  / 
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FIC      OF    rHE  PRESIDENT 
iE.NT  AND  BUDGET 

WASHING!  ON     D  C.     V  '    33 

June    22,    1976 


Honorable  Russell  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
2227  New  Senate  Office  Building 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 

This  is  in  reply  to  your  letter  of  May  24,  1976, 
requesting  the  views  of  the  Office  of  Management 
and  Budget  on  H.R.  112  59,  a  bill  "To  lower "the 
duty  on  levulose,  until  the  close  of  June  30, 
1973." 

For  reasons  set  forth  in  the  reports  to  your 
Committee  from  the  Department  of  Commerce  and 
the  Department  of  the  Treasury,  the  Office  of 
Management  and  Budget  would  have  no  objection 
to  enactment  of  this  legislation. 

Sincerely  yours, 


'James  M.  Frey      ' 
Assistant  Director  for 
Legislative  Reference 


75-946  O  -  76  -  L7 
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GENERAL  COUNSEL  OF  THE 

UNITED   STATES   DEPARTMENT  OF  COMMERCE 

Washington.  D.C.    20230 


AUG  1 1  1976 

Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.   20515 

Dear  Mr.  Chairman: 

This  is  in  response  to  your  request  for  the  views 
of  this  Department  on  H.R.  11321,  a  bill 

"To  suspend  until  July  1,  1978,  the  duty  on 
certain  elbow  prostheses  if  imported  for 
charitable  therapeutic  use,  or  for  free 
distribution,  by  certain  public  or  private 
non-profit  institutions." 

H.R.  11321  would  suspend  for  the  period  beginning  on 
the  date  of  enactment  and  ending  on  July  1,  1978,  the 
column-1  duties  applicable  to  imports  from  countries 
afforded  most-favored-nation  tariff  treatment  of 
externally-powered  electric  elbow  prosthetic  devices 
for  juvenile  amputees,  and  parts  thereof,  if  imported 
solely  for  charitable  therapeutic  use,  or  distribution 
free  of  charge,  by  any  public  or  private  nonprofit 
institution  established  for  educational,  scientific  or 
therapeutic  purposes.   H.R.  11321  would  amend  subpart  B 
of  part  1  of  the  Appendix  to  the  Tariff  Schedules  of  the 
United  States  (19  U.S.C.  1202)  by  inserting  after  item 
912.05  the  new  item  912.07  providing  for  the  above  suspension 
of  duty.   The  column-2  duties  applicable  to  imports  of 
electric  elbow  prosthetic  devices  from  other  countries  would 
not  be  affected. 

The  Department's  interest  in  the  proposed  legislation 
arises  principally  in  connection  with  its  administration 
of  the  Educational,  Scientific,  and  Cultural  Materials 


pV-UT'0/v 
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Importation  Act  of  1966  (Public  Law  89-651;  80  Stat.  897), 
which  permits  the  duty-free  entry  of  certain  instruments 
and  apparatus  when  entered  for  the  scientific  or  educational 
use  of  nonprofit  institutions  established  for  scientific 
or  educational  purposes.   We  provided  comments  on  H.R.  11321 
to  the  House  Ways  and  Means  Committee  earlier  this  year, 
and  on  a  predecessor  Bill  (H.R0  6893)  last  year;  copies  of 
our  previous  comments  are  enclosed  for  your  information. 
In  summary,  the  Department  recommended  on  the  most  recent 
occasion  that  favorable  consideration  be  given  to  H.R.  11321 
after  H.R.  6893  was  revised  to  avoid  an  undesirable  over- 
lapping with  the  statutory  scope  of  P.L.  89-651,  and  in 
accordance  with  our  opinion  that  the  Bill  would  have  no 
adverse  impact  since  there  was  no  domestic  production  of 
such  devices  for  juvenile  amputees  and  none  was  anticipated 
for  at  least  two  or  three  years. 

During  our  review  of  the  circumstances  as  of  June  1976, 
we  learned  that  development  in  this  area  has  occurred 
earlier  than  previously  estimated.   We  understand  that  a 
prototype  of  a  child-size  electric  elbow  has  reportedly  been 
perfected  by  staff  members  of  a  university  in  New  York  and 
the  developers  have  contracted  for  production  of  the  device 
by  a  domestic  manufacturer.   We  are  advised,  however,  that 
even  though  the  foreign  and  the  new  domestic  devices  have 
similar  production  costs,  the  developers  of  the  U.S.  device 
are  convinced  of  its  clear  technical  superiority  over  the 
foreign  article,  so  that  the  proposal  to  suspend  the  duty 
on  the  foreign  device  is  consequently  of  little  or  no  concern 
to  them.   We  also  understand  that  the  groups  in  the  United 
States  heretofore  most  interested  in  importing  the  foreign 
article  free  of  duty  scheduled  testing  of  the  new  domestic 
device  to  begin  in  June  1976,  and  that  the  U.S.  developers 
are  confident  the  tests  will  result  in  their  definite 
preference  for  the  domestic  device  irrespective  of  whether 
or  not  duty  must  be  paid  on  the  foreign  imports. 

In  view  of  these  circumstances,  the  Department  of 
Commerce  has  no  objection  to  the  enactment  of  H.R.  11321. 
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We  have  been  advised  by  the  Office  of  Management  and 
Budget  that  there  would  be  no  objection  to  the  submission 
of  our  report  to  the  Congress  from  the  standpoint  of  the 
Administration's  program. 


Enclosure 
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THE  GENERAL  COUNSEL  OF  THE  TREASURY 
WASHINGTON.  DC.    20220 


JUN  1  «  '376 


Dear  Mr.  Chairman: 

Reference  is  made  to  your  request  for  the  views  of  this  Depart- 
ment on  H.R.  11605,  "To  suspend  for  a  temporary  period  the  rate  of  duty 
on  mattress  blanks  of  rubber  latex." 

The  bill  would  amend  subpart  B  of  part  1  of  the  Appendix  to  the 
Tariff  Schedules  of  the  United  States  (TSUS)  (19  U.S.C.  1202)  by  insert- 
ing a  new  item  912.08.   H.R.  11605  would  reclassify  natural  foam  rubber 
used  for  bed  mattresses  from  TSUS  Item  727.86  to  TSUS  Item  912.08,  until 
June  30,  1978.   The  effect  of  the  reclassification  is  to  permit  natural 
foam  rubber  used  in  mattresses  to  enter  the  United  States  duty  free  until 
June  30,  1978.   After  June  30,  1978,  the  item  would  revert  to  its  present 
TSUS  classification.   Currently  this  is  a  15  percent  rate  of  duty. 

The  bill  was  introduced  because  the  only  United  States  manufacturing 
plant  of  natural  foam  rubber  burned  down  in  March  1975.   Consequently, 
the  manufacturers  of  mattresses  using  natural  foam  rubber  must  now  import 
foam  rubber,  mainly  from  Canada. 

The  Customs  Service  anticipates  no  unusual  administrative  difficulties 
if  the  proposed  legislation  is  enacted. 

In  view  of  the  fact  that  the  only  United  States  manufacturing  plant 
of  the  product  is  out  of  production,  the  Department  would  have  no  objection 
to  the  enactment  of  the  proposed  legislation. 

The  Department  was  advised  by  the  Office  of  Management  and  Budget 
that  there  was  no  objection  from  the  standpoint  of  the  Administration's 
program  to  the  submission  of  a  similar  report  on  this  bill  to  the  Committee 
on  Ways  and  Means. 


The  Honorable 
Russell  Long,  Chairman 
Committee  on  Finance 
United  States  Senate 
Washington,  D.C.   20510 


Sincerely  yours, 


(2^L-/    LfrU~£f 


General  Counsel 
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EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
OFFICE  OF   MANAGEMENT  AND  BUDGET 

WASHINGTON.   D.C.     20503 

June  28,  1976 


Honorable  Russell  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
2227  New  Senate  Office  Building 
Washington,  D.  C.   20510 

Dear  Mr.  Chairman: 

This  is  in  reply  to  your  letter  of  May  26,  1976, 
requesting  the  views  of  the  Office  of  Management 
and  Budget  on  H.R.  11605,  an  Act  "To  suspend  for 
a  temporary  period  the  rate  of  duty  on  mattress 
blanks  of  rubber  latex." 

For  reasons  set  forth  in  the  reports  to  your  Com- 
mittee from  the  Department  of  Commerce  and  the 
Department  of  the  Treasury,  the  Office  of  Manage- 
ment and  Budget  would  have  no  objection  to  enact- 
ment of  this  legislation. 

Sincerely  yours, 


rh, 


<Z7*jCy 


James  M.  Frey 
Assistant  Director  for 
Legislative  Reference 
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GENERAL  COUNSEL  OF  THE 
DEPARTMENT  OF  COMMERCE 

Washington,  DC     20230 


3UN29  1976 

Honorable  Russell  B.    Long 
Chairman,    Committee  on  Finance 
United  States  Senate 
Washington,    D.  C.    20510 

Dear  Mr.    Chairman: 

This  is  in  response  to  your  request  for  the  views  of  this  Department 
on  H.R.    11605,    an  Act 

"To  suspend  for  a  temporary  period  the  rate  of  duty  on 
mattress  blanks  of  rubber  latex.  " 

If  enacted,    H.R.    11605  would  amend  the  Tariff  Schedules  of  the 
United  States   (TSUS)  to  suspend  the  duty  on  mattress  blanks  of  rubber 
latex  from  countries  afforded  column- 1,    most- favored-nation  treatment 
from  April  1,    1975  until  the  close  of  June  30,    1978.     Imports  of  mattress 
blanks  of  rubber  latex  are  currently  dutiable  under  TSUS  item  727.  86  at 
the  column- 1    rate  of  15  percent  ad  valorem.      The  column- 2  rate  of  duty, 
applicable  to  imports  from  communist  countries  except  Poland, 
Yugoslavia,    and  Romania,    would  not  be  affected  by  the  Act. 

The  Department  of  Commerce  does  not  oppose  enactment  of 
H.R.    11605  since  there  is  currently  no  domestic  source  of  latex  mat- 
tress blanks,    and  duty-free  entry  would  help  to  control  the  production 
costs  of  those  mattress  manufacturers  using  this  material. 

Mattress  blanks  of  rubber  latex  are  used  in  the  manufacture  of  a 
small  percentage  of  the  foam- core  mattresses  produced  in  the  United 
States.     The  majority  of  the  foam-core  mattress  industry  utilizes 
synthetic  materials.     A  fire  on  March  1,    1975,    destroyed  the  last  U.S. 
plant  producing  natural  foam  rubber  latex,    forcing  the  small  sector  of 
the  foam- core  mattress  industry  using  latex  blanks  to  import  its  needs. 
Import  data  are  not  available  since  mattress  blanks  of  rubber  latex 
are  classified  in  the  TSUS  under  a  broader  category. 

Foam- core  mattresses  of  rubber  latex  are  not  directly  competitive 
with  the  synthetic  variety  produced  in  the  United  States  because  they  are 
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generally  higher  priced  and  supply  a  specialized  market  which  demands 
the  latex  product.     For  this  reason  there  should  be  no  significant  effect 
on  the  U.S.   mattress  industry  if  the  duty  on  mattress  blanks  of  rubber 
latex  is  temporarily  suspended. 

The  Department  normally  believes  that  duty  reductions  should  be 
accomplished  through  trade  negotiations  to  obtain  reciprocal  concessions 
of  value  to  U.S.    exporters.     In  this  case,    however,    it  believes  the 
economic  benefits  of  an  immediate  unilateral  reduction  outweigh  the 
potential  reciprocal  concessions  that  might  be  negotiated.     It  notes 
furthermore  that  reducing  the  rate  temporarily  would  retain  some  negoti- 
ating value  since  the  President  could  negotiate  a  permanent  reduction 
during  the  multilateral  trade  negotiations. 

Enactment  of  this  legislation  would  not  involve  the,  expenditure  of 
funds  by  this  Department. 

We  have  been  advised  by  the  Office  of  Management  and  Budget  that 
there  would  be  no  objection  to  the  submission  of  this  report  to  the 
Congress  from  the  standpoint  of  the  Administration's  program. 
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THE  SPECIAL  REPRESENTATIVE  FOR 
TRADE  NEGOTIATIONS 

WASHINGTON 


JUi. 


The  Honorable  Russell  Long  1  fQ?o 

Chairman,  Committee  on  Finance  P 

United  States  Senate 
Washington,  D.  C.   2  0510 

Dear  Mr.  Chairman: 

Thank  you  for  your  letter  of  May  26 ,  1976  requesting 
a  report  from  this  Office  on  H.R.  11605,  an  Act  "To  suspend 
for  a  temporary  period  the  rate  of  duty  on  mattress  blanks 
of  rubber  latex". 

We  have  reviewed  the  proposed  legislation  and  have 
no  objection  to  its  enactment. 

The  Office  of  Management  and  Budget  advises  that 
there  is  no  objection  to  the  presentation  of  these  views 
from  the  standpoint  of  the  Administration's  program. 

Sincerely, 

\     r  i 


Frederick  B.  Dent 
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UNITED  STATES  INTERNATIONAL  TRADE 

COMMISSION  A      ,*   m, 

August  16,  1976 


MEMORANDUM  TO  THE  SENATE  FINANCE  COMMITTEE  ON 
H.R.  11605,  A  BILL  TO  SUSPEND  FOR  A  3-YEAR  PERIOD 
THE  RATE  OF  DUTY  ON  MATTRESS  BLANKS  OF  RUBBER 
LATEX 


Purpose  of  bill 

H.R.  11605,  if  enacted, would  amend  the  Appendix  to  the 
Tariff  Schedules  of  the  United  States  (TSUS)  to  provide  for  the  suspen- 
sion until  March  31,  1978,  of  the  column  l  rate  of  duty  on 
mattress  blanks  of  rubber  latex  (provided  for  in  item  727.86,  part 
4A,  schedule  7).   The  column  2  rate  of  duty,  which  applies  to  most 
Communist-dominated  countries  (except  Yugoslavia,  Poland,  and  Romania) 
would  not  be  affected. 

Section  2(a)  provides  that  the  duty  suspension  will 
take  effect  on  the  date  of  enactment  of  H.R.  11605.   Section  2(b)  of 
the  bill  provides  for  the  retroactive  application  of  the  duty  suspen- 
sion to  entries  made  after  March  51,  1975,  upon  the  request  filed 
therefor  with  the  customs  officer  concerned  on  or  before  the  ninetieth 
day  after  the  date  of  enactment  of  the  proposed  legislation. 

Description  and  uses 

Imported  mattress  blanks  of  rubber  latex  are  a  blend  of 
synthetic  latex  and  natural  rubber.   The  latex  compound  is  mechanically 
whipped  and  metered  into  a  mold.   The  rubber  in  the  mold  is  vulcanized, 
then  the  blank  is  stripped  from  the  mold,  washed,  dried,  and  tested  for 
e  of  firmness.      Latex  rubber  mattress  blanks  have  a  density 
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of  approximately  4.5  pounds  per  cubic  foot.   Pin  holes  of  up  to  one-fourth 
inch  in  diameter  extend  through  the  blank  and  make  it  breathable. 
Frequently  tapes  or  fabric  strips  are  put  on  the  edges  of  the  blank 
with  adhesive  prior  to  shipping.   When  the  mattress  blank  is  received 
by  the  importing  firm  in  the  United  States,  a  quilted  cover  is  sewn 
to  the  tapes  on  the  edges  of  the  blank, thus  making  a  complete  mattress 
which  is  then  inspected,  boxed,  and  shipped  to  a  customer. 

The  domestically  produced,  high-density,  high-resiliency 
polyurethane  mattress  competes  directly  with  the  latex  foam  mattress 
in  the  market  place.  1/   Polyurethane  blanks  used  in  domestically  produced 
mattresses  vary  in  quality.   Densities  of  polyurethane  foam  range  from 
1.2  pounds  per  cubic  foot  to  4  pounds  per  cubic  foot, according  to  the 
domestic  industry.   The  high-density,  high-resiliency,  polyurethane 
foam  mattress  has  a  density  ranging  from  3  to  4  pounds  per  cubic  foot. 
Rubber  latex  and  polyurethane  mattress  blanks  are  generally  used  in 
mattresses  for  regular  and  modular  beds.   There  is  some  disagreement 
between  importers  of  rubber  latex  mattress  blanks  and  domestic  pro- 
ducers of  high-density,  high-resiliency,  polyurethane  mattress  blanks 
as  to  the  relative  overall  quality  of  the  two -blanks.   A  study  by 
Consumer  Reports  (January  1976)  indicates  that  a  latex  foam  mattress 
reverts  to  its  original  shape  faster  than  a  polyurethane  mattress 
once  the  surface  pressure  on  the  mattress  is  removed.   It  is  believed 

1/  Innerspring  mattresses  account  for  approximately  85  percent  of 
the  mattresses  sold  in  the  United  States;  foam  mattresses,  for  15  percent. 
A  customer  desiring  a  foam  mattress,  however,  would  have  to  choose 
either  the  polyurethane  foam  type  or  the  latex  foam  type. 
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however,  that  the  high-density,  high-resiliency ,  polyurethane  foam 
mattress  reverts  to  its  original  shape  about  as  quickly  as  a  latex 
foam  mattress  when  the  occupant  of  the  bed  moves  or  turns.   Although 
some  objective  observers  feel  that  the  rubber  latex  mattresses  are 
slightly  superior  to  the  high-density,  high-resiliency,  polyurethane 
mattresses,  we  have  not  been  able  to  determine  the  relative  consumer 
preferences  for  these  products. 

Tariff  treatment 

Mattress  blanks,  including  those  of  rubber  and  of  polyurethane, 
are  currently  being  classified  in  item  727.86  of  the  TSUS  with  a  column  1 
duty  rate  of  15  percent  ad  valorem  and  a  column  2  rate  of  40  percent 
ad  valorem.   It  should  be  noted  that  this  item  is  included  on  the  list 
of  eligible  articles  under  the  Generalized  System  of  Preferences  (GSP) 
and  is  admissible  duty  free  from  those  countries  which  are  Designated 
Beneficiary  Developing  Countries  for  purposes  of  the  GSP.  1/ 

U.S.  producers  and  productions 

At  the  present  time  there  are  no  producers  of  latex  mattress 
blanks  in  the  United  States.   The  single  facility  that  produced  blanks 
of  rubber  latex  foam,  the  Sponge  Rubber  Products  Company,  situated  in 
Shelton,  Connecticut,  was  destroyed  by  fire  in  March  1975.   A  new 
company,  l.atex  Foam  Products,  Inc.,  is  negotiating  to  buy  the  equipment 
of  the  destroyed  facility  and  reestablish  operations  in  the  Shelton 

1/  Sec  Executive  Order  11888~  Nov.  24,  1975,  effective" date  Jan.  1,  1976 . 


75-946  O  -  76  - 
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area.   The  Economic  Development  Commission  of  the  State  of  Connecticut  has 
authorized  a  loan  of  $900,000  to  Latex  Foam  Products,  Inc.;  however, 
this  firm  probably  will  not  go  into  production  for  some  months,  if 
in  fact  it  does  start  to  produce. 

With  respect  to  polyurethane  producers,  10  domestic  chemical 
companies  produce  polyurethane  compound, which  is  sold  to  some  40  large 
and  small  firms  that  pour  the  foam.   Only  15  of  these  concerns  actually 
ship  high-density  polyurethane  buns  (or  cut  pieces)  to  domestic  mattress 
manufacturers.   Although  the  domestic  industry  estimates  that  700  million 
pounds  of  polyurethane  foam  will  be  produced  in  the  United  States  in 

1976,  only  about  49  million  pounds  will  be  of  the  high-density,  slab- 
stock  type  that  will  be  used  for  high -resiliency  mattress  blanks. 
Some  35  firms  produce  mattresses  of  polyurethane  in  the  United  States, 
only  6  or  8  of  these  produce  mattresses  of  the  high-density  polyurethane 
type- 

U.S.  imports 

Mattress  blanks  of  rubber  latex  are  not  reported  separately 

in  the  official  statistics  of  the  United  States.   TSUS  item  727.8620 

(formerly  item  727.8080)  covers  several  imported  noncotton  articles 

of  bedding.   Included  under  item  727. S62  are   mattresses,  mattress 

blanks,  and  baby  lounge  pads.   Imports,  by  value,  of  all  items  falling 

under  727.8620  were  as  follows: 

Value 
Year  (1,000  dollars) 

1970 181 

1971 352 

1972 372 

1973 289 

1974 269 

1975 267 
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Information  from  the  Customs  Service  indicates  that  rubber 
latex  mattress  blanks  are  being  imported  from  Canada.   Jt  is 
reported  that  Great  Britain  is  also  a  potential  source. 

Price  comparison 

Information  available  to  the  United  States  International  Trade 
Commission  indicates  that  twin-size  latex  foam  mattress  blanks  (5-1/2  x  59-1/: 
x  75-1  inches)  are  being  imported  with  an  f.o.b.  foreign  port  value  of 

approximately  $50  to  S51  per  unit,  whereas  a  competing  domestical ly 
produced,  high-density,  high-resiliency,  polyurethane  mattress  blank 
of  the  same  dimensions  has  a  domestic  ex-factory  price  of  about  $25 
per  unit. 

Potential  impact  of  H.R.  11605 

Should  H.R.  11605  be  enacted,  importers  of  latex  foam 
mattress  blanks  would  realize  a  saving  in  duty  of  approximately  $4.50 
per  unit  on  each  blank  imported.   Such  a  saving  would. permit  the  latex 
foam  mattress  manufacturer  that  imported  the  blank  to  come  nearer  to 

meeting  the  prices  of  manufacturers  of  high-density  polyurethane 

and  consequently  could  slightly  depress  the  demand  for  the 
domestically  produced  high-density  polyurethane  blanks  and  mattresses. 
Furthermore,  suspension  of  the  duty  for  5  years  might  discourage 
U.S.  manufacturers  from  reestablishing  production  of  foam  rubber  latex 
in  the  United  States. 

Potential  loss  of  revenue 

Based  on  estimated  imports  of  rubber  latex  mattress  blanks 
in  1975,  the  potential  loss  of  tariff  revenues  resulting  from  the 
enactment  of  H.R.  llbOS  would  be  approximately  $10,000  annually. 
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July  1,  1976 

UNITED  STATES  INTERNATIONAL 
TRADE  COMMISSION- 
MEMORANDUM  TO  THE  COMMITTEE  ON  FINANCE  OF  THE 
UNITED  STATES  SENATE  ON  H.R.  12254,  AN  ACT  TO 
SUSPEND  THE  DUTIES  ON  CERTAIN  BICYCLE  PARTS  AND 
ACCESSORIES  UNTIL  THE  CLOSE  OF  JUNE  30,  1978. 


Purpose  of  the  bill 

H.R.  12254,  if  enacted,  would  amend  the  article  description  for 
items  912.05  and  912.10  of  the  appendix  to  the  Tariff  Schedules  of 
the  United  States  (TSUS)  to  read  as  follows  (underscored  words  are 
added  by  the  proposed  legislation) : 


912.05 


912.10 


Generator  lighting  sets  for  bicycles  and 
parts  thereof  (provided  for  in  item 
653.39,  part  5F,  schedule  6)  .  " .  . 

Derailleurs,  caliper  brakes,  drum  brakes, 
three-speed  hubs  incorporating  coaster 
brakes,  three-speed  hubs  not  incorporat- 
ing coaster  brakes,  click-twist  grips, 
click  stick  levers,  multiple  freewheel 
sprockets,  coaster  brakes,  alloy  butted 
frame  tubing,  frame  lugs,  alloy  cotter- 
less  crank  sets,  alloy  rims  and  parts  of 
all  the  foregoing  (provided  for  in  item 
732.36,  part  5C,  schedule  7)  


This  would  have  the  effect  of  temporarily  suspending  the  duty  on  the 
above-underscored  items.   Section  1(c)  would  change  the  expiration  date 
for  items  912.05  and  912.10  from  12/31/76  to.  6/30/78. 
Description  and  uses 

Parts  of  generator  lighting  sets  for  bicycles  include  a  number  of 
items,  such  as  headlamps  with  mounting  brackets,  taillights,  lens  and 
reflector  units,  and  set  screws.   Except  for  coaster  brakes,  which  are 
used  principally  on  less  expensive  bicycles,  the  other  products  covered 
by  H.R.  12254  (alloy  butted  frame  tubing,  frame  lugs,  alloy  cotterless 
crank  sets,  alloy  rims,  and  parts  of  all  the  foregoing)   are  all  bicycle 
parts  used  on  high-priced  multispeed  bicycles. 
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Tariff  treatment 

Imported  parts  of  generator  lighting  sets  for  bicycles  are  currently 
provided  for  under  TSUS  item  653.39  at  a  column  1  rate  of  duty  of  19 
percent  ad  valorem  and  a  column  2  rate  of  45  percent  ad  valorem.   This 
item  is  included  on  the  list  of   eligible  articles  for  purposes  of 
the  Generalized  System  of  Preferences  (GSP)  1/ ,   and  imports  thereunder 
are  duty  free  from  those  countries  which  are  Designated  Beneficiary 
Developing  Countries.   Coaster  brakes,  alloy  butted  frame  tubing, 
frame  lugs,  alloy  cotterless  crank  sets,  alloy  rims,  and  most  parts  of  all 
the  foregoing,  are  currently  provided  for  under  TSUS  item  732,36  at 
a  column  1  rate  of  15  percent  ad  valorem  and  a  column  2  rate  of  30 
percent  ad  valorem.   Imports  under  item  732.36  are  not  included  on 
the  list  of  eligible  articles  for  purposes  of  the  GSP. 
U.S.  production 

Trade  sources  indicate  that  there  is  currently  no  domestic  pro- 
duction of  parts  of  generator  lighting  sets  for  bicycles,  or  of  coaster 
brakes,  alloy  butted  frame  tubing,  frame  lugs,  alloy  cotterless  crank 
sets,  alloy  rims,  and  parts  of  all  the  foregoing.   As  to  those  products 
currently  included  under  TSUS  items  912.05  and  912.10,  the  rates  of 
duty  for  which  have  been  suspended  since  January  13,  1971,  there  con- 
tinues to  be  no  domestic  production,  except  for  derailleurs.   In  June 
1974,  a  domestic  firm  began  production  of  derailleurs  at  its  Illinois 
facility.   An  official  of  that  company  stated  that  in  1975  the  firm 
produced  140,000  derailleurs,  and  projected  that  the  firm  would  produce 
2  million  derailleurs  in  1976.   However,  while  this  official  indicated 

that  his  company's  derailleurs  were  of  good  quality  and  would  improve 

1/   See  Executive  Order  11888,  November  24,  1975,  effective  date 
January  1,  1976. 
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3 
in  quality  in  the  future,  there  is  some  question  as  to  whether  the 
domestically  produced  derailleurs  are  presently  of  sufficient  quality 
to  satisfy  all  domestic  users. 
U.S.  imports 

Imports  of  parts  of  generator  lighting  sets  for  bicycles,  coaster 
brakes,  alloy  butted  frame  tubing,  alloy  cotterless  crank  sets,  alloy 
rims,  and  parts  of  all  the  foregoing  are  not  separately  reported  in 
the  official  statistics  of  the  United  States.   Imports  of  generator 
lighting  sets  for  bicycles  are  provided  for  under  a  "basket"  pro- 
vision (653.3950)  covering  parts  of  illuminating  articles  of  base 
metal,  other  than  brass.   Similarly,  imports  of  coaster  brakes,  alloy 
butted  frame  tubing,  frame  lugs,  alloy  cotterless  crank  sets,  alloy 
rims,  and  parts  of  all  the  foregoing,  are  provided  for  under  a 
"basket"  provision  (732.3670)  covering  certain  parts  of  bicycles, 
not  provided  for  elsewhere  in  the  tariff  schedules.   The  following 
tabulation  shows  the  value  of  imports  entered  under  TSUSA  items 
653.3950  and  732.3670  for  1971-75. 

Item  653.3950  Item  732.3670 

Imports  ($1,000)  Imports  ($1,000) 

1971 4,275  12,275 

1972 7,245  23,833 

1973 7,220  29,831 

1974 6,634  48,076 

1975 5)669  18,861 

West  Germany,  France,  and  Japan,  which  in  the  aggregate  accounted 

for  about  one-fifth  of  the  total  imports  under  item  653.5950  in 

1975,  are  the  principal  suppliers  of  parts  for  generator  lighting 

sets  for  bicycles;  however,  probably  only  a  small  part  of  the  total 
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imports  from  these  countries  consisted  of  such  parts.   Japan, 
Mexico,  West  Germany,  France,  and  Italy  have  been  the  principal 
sources  of  imports  under  item  732.3670,  accounting  for  about  80 
percent  of  the  total  value  imported  in  1975.   Imports  under  this 
classification  consist  of  a  wide  range  of  bicycle  parts,  including 
those  parts  listed  in  H.R.  12254.   It  is  believed  that  imports  of 
coaster  brakes,  alloy  butted  frame  tubing,  frame  lugs,  alloy  cotter- 
less  crank  sets,  alloy  rims,  and  parts  of  all  the  foregoing, 
accounted   for  an  appreciable  portion  of  the  total  value  of  imports 
under  item  732.3670. 

The  following  tabulation  shows  the  value  of  duty-free  imports  from 
1971  through  1975   under  item  912.0500,  generator  lighting  sets  for 
bicycles;  912.1010,  three-speed  hubs  whether  or  not  incorporating 
coaster  brakes;  and  912.1020,  derailleurs,  caliper  brakes,  drum 
brakes,  click  twist  grips,  click  stick  levers,  and  multiple  free 
wheel  sprockets  for  1971-75. 

Item  912.0500  Item  912.1010       Item  912.1020 

lmports($l,000)        Imports ($1 ,000)     Imports ($1 ,000) 

1971 1,068  2,638  11,784 

1972---- 4,954  8,358  36,159 

1973 5,263  12,378  58,997 

1974 2,962  9,137  73,040 

1975 1,535  2,111  17,766 

In  1975,  Japan  and  Hong  Kong  were  the  principal  suppliers  of 
imports  under  item  912.0500,  accounting  for  about  61  percent;  Japan 
was  the  principal   source  of  imports  under  item  912.1010,  accounting 
for  88  percent  of  the  total;  and  Japan,  again,  was  the  leading  supplier 
of  imports  under  item  912.1020,  accounting  for  78  percent  of  the  total* 
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France  was  the  second  most  important  supplier  under  the  latter 
classification,  accounting  for  10  percent  of  total  imports  in  1975. 

Potential  loss  of  revenue 

Based  on  imports  in  1975,  it  is  estimated  that  the  potential  loss 
of  revenue  resulting  from  enactment  of  H.R.  12254  would  be  approximately 
$1.25  million  annually.      ' *  " 
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GENERAL  COUNSEL  OF  THE 
DEPARTMENT  OF  COMMERCE 

Washington.  DC.    20230 


AUG  1 6  1976 

Honorable  Russell  B.  Long 
Chairman,  Committee  on  Finance 
United  States  Senate 
Washington,  D.  C.  20510 

Dear  Mr.  Chairman: 

This  is  in  reply  to  your  request  for  the  views  of 
this  Department  on  H.R.  12254,  an  Act 

"To  suspend  the  duties  on  certain  bicycle 
parts  and  accessories  until  the  close 
of  June  30,  1978." 

If  enacted  H.R.  12254  would  extend  from  the  close 
of  December  31,  1976  until  the  close  of  June  30,  1978 
existing  suspension  of  the  column-1  duties,  which  are 
accorded  imports  from  countries  receiving  most- 
favored-nation  tariff  treatment,  on  generator 
lighting  sets  and  certain  specified  parts  for  bicycles. 
The  Act  would  also  add  parts  of  generator  lighting 
sets  and  coaster  brakes,  alloy  butted  frame  tubing, 
frame  lugs,  alloy  cotterless  crank  sets,  alloy  rims, 
and  parts  of  the  foregoing  to  the  specified  parts 
presently  covered  by  the  temporary  duty-free 
treatment. 

The  Department  of  Commerce  favors  the  enactment  of 
H.R.  122  54.   The  continued  duty-free  importation  of  the 
parts  and  accessories  covered  in  the  proposed  legislation 
is  important  to  U.S.  producers  of  finished  bicycles  in 
preserving  their  competitiveness  against  imported  bicycles 
because,  but  for  a  small  quantity  of  derailleur  components 
none  of  the  parts  and  accessories  covered  in  the  proposed 
legislation  is  manufactured  in  the  United  States. 
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In  the  absence  of  the  duty  suspensions,  imports  of 
generator  lighting  sets  would  be  subject  to  a  duty  of 
19  percent  ad  valorem  and  the  parts  to  a  duty  of 
15  percent  ad  valorem.   The  duty  suspensions  were 
first  introduced  in  1971  in  order  to  help  domestic 
bicycle  manufacturers  compete  with  growing  imports  of 
complete  foreign-made  bicycles .   Domestic  manufacturers 
have  taken  a  number  of  steps  to  increase  their 
production  and  to  improve  their  competitive  position, 
including  investments  in  new  machinery.   U.S.  bicycle 
production,  which  relies  heavily  on  the  importation 
of  duty-free  parts,  rose  from  6.5  million  units  in 
1971  to  10.0  million  units  in  1973  and  10.1  million 
units  in  1974,  but  decreased  sharply  to  5.6  million 
units  in  1975.   Production  is  expected  to  increase 
to  7.4  million  units  in  1976. 

During  this  period,  with  boom  conditions  in  the 
domestic  bicycle  market,  imports  of  bicycles  as  a 
share  of  the  U.S.  market  rose  from  26  percent 
(2.3  million  units)  in  1971  to  37  percent  (5.2  million 
units)  in  19  72.   However,  from  this  high  level  the 
imports-to-consumption  ratio  dropped  steadily  to  less 
than  24  percent  (1.7  million  units)  in  1975  and  is 
expected  to  decline  to  less  than  20  percent  in  1976. 

Further, in  connection  with  maintaining  the 
competitiveness  of  domestic  bicycle  manufacturers,  it 
should  be  noted  that  the  great  bulk  of  imported 
bicycles  is  subject  to  rates  substantially  lower  than 
those  of  the  parts  covered  by  the  duty  suspensions. 
The  two  most  popular  import  categories ,  accounting  for 
75  and  20  percent  of  the  total  quantity  of  bicycle 
imports,  are  currently  dutiable  at  5.5  percent 
ad  valorem  (TSUS  item  732.18)  and  11  percent  ad  valorem 
(TSUS  item  732.12),  respectively. 

With  the  exception  of  derailleurs,  the  Department  is 
unaware  of  any  domestic  production  of  generator 
lighting  sets  and  the  specified  parts  for  bicycles. 
According  to  information  obtained  by  the  Department, 
there  is  a  U.S.  manufacturer  of  four  of  the  normally 
seven  parts  of  derailleurs  used  by  domestic  bicycle 
manufacturers.   The  production  of  this  manufacturer, 
which  was  started  in  1975,  supplies  parts  for  about 
4  percent  of  the  requirements  for  derail leur  components 
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in  domestically  produced  bicycles.   Until  1975,  U.S. 
bicycle  manufacturers  historically  depended  on  imports 
for  virtually  10  0  percent  of  their  derailleur 
component  requirements.   Major  U.S.  manufacturers 
state  that  reestablishing  the  15  percent:  a_d  vale  rem 
duty  on  derailleurs  would  ir.crease  by  5  or  6  percent 
the  consumer  price  of  bicycles  with  derailleurs.   It  is 
our  opinion  that  such  an  ir.crease  at  this  time  would 
cause  U.S.  manufacturers  to  lose  a  major  portion  of  the 
domestic  market  to  import  competition . 

Until  such  time  as  iir.es  tic  sources  can  produce 
adequate  supplies  of  complete  derailleurs  to  more 
nearly  replace  those  historically  imported,  we  feel 
that  it  is  in  the  overall  interest  of  the  U.S.  industry 
for  the  duty  suspension  en  derailleurs  to  be  rir.tir.ued 
for  the  short  period  provided  in  the  Act. 

In  the  event  this  legislation  were  enacted,  it 
would  have  no  impact  on  the  revenues  bo,  ;r  the 
administrative  costs  of,  this  Department. 


We  have  been  advised  by  the  Office  cf  1 
and  Budget  that  there  would  be  :.:  objectioi 

submission  of  this  report  from  the  standee: 
Administration's  program.. 

Sincerely , 


magem.ent 

.t  of  the 
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